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TO EXTEND THE STATUTORY LIFE OF CERTAIN 
VESSELS FROM 20 TO 25 YEARS 


WEDNESDAY, MARCH 16, 1960 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHantT MarINnE 
OF THE COMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

Present: Representatives Bonner, Zelenko, Downing, Casey, Tollef- 
son, Ray, Maillard, and Pelly. 

Staff members present: John M. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 

The Cuarrman. The Subcommittee on Merchant Marine will come 
to order. 

The first witness this morning is Mr. Stakem. 

We have under consideration the House Resolution 10646, to amend 
the Merchant Marine Act, 1936, in order to extend the life of certain 
vessels under the provisions of such act from 20 to 25 years. 

(H.R. 10646 follows:) 


[H.R. 10646, 86th Cong., 2d sess.] 


A BILL To amend the Merchant Marine Act, 1936, in order to extend the life of certain 
vessels under the provisions of such Act from twenty to twenty-five years 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That sections 215, 502(c), 503, 507, 509, 510 
(d) and (g), 608(a), 605(b), 607(b), 705, 1104(a) (3), and 1107(5) of the 
Merchant Marine Act, 1936, and subsection (c)(38) of the first section of the 
joint resolution entitled “Joint resolution to make emergency provision for the 
maintenance of essential vessels affected by the Neutrality Act of 1939, and for 
adjustment of obligations with respect to such vessels’, approved June 29, 1940 
(54 Stat. 684, are amended by striking out the word “twenty” wherever appear- 
ing therein and inserting in lieu thereof “twenty-five”. 

Sec. 2. Section 502(g) of the Merchant Marine Act, 1936, is amended by 
striking out “based on a twenty-year life expectancy” and inserting in lieu 
thereof “at the rate of 4 per centum per annum”. 

Seo. 3. Section 506 of the Merchant Marine Act, 1936, is amended by striking 
out “one-twentieth” and inserting in lieu thereof “one-twenty-fifth”. 

Sec. 4. Section 611(c) of the Merchant Marine Act, 1936, is amended by 
striking out “5 per centum” and inserting in lieu thereof ‘‘4 per centum”. 

Sec. 5. Section 714 of the Merchant Marine Act, 1936, is amended (1) by 
striking out “5 per centum” and inserting in lieu thereof “4 per centum”; (2) 
by striking out “twenty” wherever appearing therein and inserting in lieu 
thereof “twenty-five”; and (3) by striking out “one-twentieth” and inserting 
in lieu thereof ‘‘one-twenty fifth’. 

Sec. 6. Section 802 of the Merchant Marine Act, 1936, is amended (1), by 
striking out “on the schedule adopted by the Bureau of Internal Revenue for 
income-tax purposes” and inserting in lieu thereof ‘‘at the rate of 4 per centum 
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per annum on the owner’s capital cost less residual value”; and (2) by inserting 
before the period at the end thereof the following: ‘for a period of twenty- 
five years from the date of the delivery by the builder of such vessel or 
vessels”. 

Sec. 7. Section 1106(3) of the Merchant Marine Act, 1936, is amended by 
striking out ‘maturity date of the original mortgage” and inserting in lieu 
thereof “maturity date authorized by the original mortgage under the provi- 
sions of section 1104(a) (3)”. 

Sec. 8. Section 1107(4) of the Merchant Marine Act, 1936, is amended (1) 
by striking out “5 per centum” wherever appearing therein and inserting in 
lieu thereof “4 per centum”; and (2) by striking out “on a straight-line basis” 
wherever appearing therein and inserting in lieu thereof ‘‘as authorized in this 
Act”’. 

Sec. 9. The amendments made by this Act shall be effective on and after the 
date of enactment of this Act, except that any contract between any person 
and the United States or any agency thereof, or any mortgage insurance con- 
tract under title XI, which was entered into prior to such date and which would 
be affected if the provisions of such amendments were applicable thereto, shall, 
at the request of such person agreed to by any third parties in interest, or 
at the request of the mortgagor agreed to by the mortgagee in the case of such 
a mortgage insurance contract, made within one hundred and eighty days after 
such date of enactment to the agency of the United States holding such contract, 
be revised to be in accordance with the law as amended by this Act, with respect 
to such of the vessels covered thereby as may be designated by the applicant. 
Any such revision shall be made effective as of January 1, 1960, or the effective 
date of the contract, whichever is later, and any remaining unpaid debts, and 
any remaining undepreciated costs, as of such effective date, shall be retired 
over the remainder of a twenty-five year life, and future depreciation deposits 
adjusted accordingly, but without retroactive adjustments. 

The CHarrman. Somewhere in the chairman’s papers there is a 
table showing the age of existing vessels, the present program of the 
Maritime Administration, the commitments of the Maritime Admin- 
istration with respect to replacements, and the funds that have been 
provided over a number of years for the Government’s part of the 
replacement. It isa most enlightening table. 

I do not know whether any witness in the audience has a copy of 
this table or not, but I want it placed in the record at the beginning 
of the hearings so that those who read this record will have the ad- 
vantage of it before they read the record. 

The situation hs as impressed me greatly. At the rate we are going, 
25 years is a drop in the bucket. There will be some ships 35 years 
old before anything can ever be done on the Government’s part. 
Therefore, I think it is well that the committee and those who may 
read the record see this. 

I wonder if any witness here has a copy of that table? I do not 
know where it came from. It was sent to me. 


STATEMENT OF THOMAS E. STAKEM, JR., VICE CHAIRMAN, FED- 
ERAL MARTIME BOARD, DEPARTMENT OF COMMERCE 


Mr. Sraxem. It probably was prepared, Mr. Chairman, in the Mari- 
time. I do not have a copy of it here but I would certainly be very 
happy to insert it in the record. 

The eR AIRMAN. Do I make myself clear as to just what this is? 

Mr. Sraxem. Yes; the obligations of the subsidized operators in 
replacement. 

The Cuarrman. It shows what this thing is going to develop into, 
that there will be vessels 35 years old before any replacement can be 
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had under the present program under which we are operating and 
the moneys appropriated for the program. 

Mr. Sraxem. Yes. I understand, Mr. Chairman. 

The Cuamman. Am I right in making the statement that I have 
made ? 

Mr. Srakem. Well, it is a fact that the Federal Maritime Board, 
in its attempt to get an orderly program underway and to be main- 
tained, has stretched out the life of a number of the war-built ships 
beyond their economic life of 20 years. 

The Cuarrman. And it is a fact that the Maritime Board has en- 
couraged operators to come in and sign contracts for replacements 
when you have no funds available and, with the present budget posi- 
tion, there will not be funds available to fulfill those contracts. 

Mr. Staxem. We live in hope in Maritime, Mr. Chairman, and we 
have our program lined up and we in the Board will be fighting to 
obtain the funds. 

The Cuatrman. I understand that but, with the present position 
and the moneys that have been appropriated in the past and the posi- 
tion of the budget as has been expressed, you will not have anything 
in a number of years to fulfill the contracts that have already been 
signed ; is that correct ? 

Mr. Stakem. Mr. Chairman, let me put it on a factual basis that, 
if you take the programs that have been lined up, the replacement 
programs of the Board 

The Cuatrman. The agreed replacement programs ? 

Mr. Stakem. Yes; and then contrast the number of ships that are 
actually under construction at the present time with the number that 
would be under construction at the present time if the program has 
been carried through, you will find that we are 24 ships shy of the 
program at the present time. 

The CuatrMan. But the program has not been carried through. 

Mr. Staxem. We have at the present time, Mr, Chairman, 41 ships 
under contract. 

The Cuarrman. And you have funds for 14? 

Mr. Staxem. Yes, in the next fiscal year. 

The Cuamrman. That is what Iam talking about. 

If this thing keeps multiplying there is no telling when the program 
would ever be ‘completed as contemplated. 

Mr. Staxem. As I say, we hope to make ourselves felt year after 
year. 

I see where the Department of Commerce’s recently released trans- 
portation study backs the program and we are in hopes constantly that 
we will be able tocarry it out. 

We may have to give and take a little each year, but we are going 
to try to sustain the program at the present rate. 

The Cuarrman. I want to have this table put in the record at this 
point when I get. a copy of it. 

(The table appears at p. 82.) 

The Cuatrman. Mr. Tollefson. 

Mr. Totterson. You say you are going to try to keep the program 
at the present rate. Do you mean at the rate of 14 ships a year? 
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Mr. Stake. I think from the standpoint of the Board we are going 
to present to the Congress and the Budget year after year what the 
program is and be guided accordingly. 

Mr. Downtne. Mr. Chairman, may I ask a question along that line? 

The Cuatrman. Mr. Downing. 

Mr. Downine. Mr. Stakem, I thought the result of the transporta- 
tion study was that they recommended a reduced subsidy for ships. 

Mr. Staxem. That was one statement that should be explored, to 
reduce subsidy, but in recommendation 56 of the transportation study, 
it specifically supports the replacement program. 

Mr. Downing. How are you going to do it if you do not have 
subsidy? These studies, as far as I can recall, have always come up 
with one conclusion. That is, that we need a strong merchant marine, 
and to have a strong merchant marine we have to have subsidy. That 
is a conclusion that has come up, as I understand it, from each study. 

Mr. Sraxem. I do not think, Mr. Downing, that you could say that 
the transportation study is against the subsidy program. 

I think it supports the subsidy to the American merchant marine. 
I have not read it in full detail. 

Mr. Downrne. I have not, either. 

Mr. Sraxem. In the quick glance that I have given it, I see that 
there is support for the Board’s program in it. 

Mr. Petry. Will the gentleman yield? 

Mr. Downtne. Yes, sir. 

Mr. Pretiy. Just from reading the newspaper articles, I gathered 
that that report recommended in principle, instead of the direct sub- 
sidies, to get the users to pay more for services. That is the way I 
got it. 

Mr. Downtne. What does that mean ? 

The CHatrman. Higher freight rates. 

Mr. Petry. It means that you are going to raise fares or freight 
rates or whoever uses a particular type of transportation would pay 
more directly for the service rendered than they would charging it to 
a general fund in the Treasury. 

Mr. ZetenKo. Without belaboring the point, the way I see it, that 
would put the American ships out of business. 

The Cuarrman. That is right. 

Mr. Zetenxo. That is why I was trying to figure out what they 
meant. 

Mr. Petiy. Not in the case of intercoastal service. 

Mr. Zetenko. There is no intercoastal service. They are elimi- 
nating that. 

Mr. Petty. You eliminate it on account of cutrate transportation. 
If you eliminate that, maybe you can restore ships in the intercoastal 

service. 

Mr. Zetenko. There are pending before the Maritime applications 
for mortgages from two companies. That was in the New York Times 
today. Maritime said that, because of a study made showing that the 
companies could not possibly compete, they would not grant this 
mortgage insurance. 

I donot understand this. 

Mr. Petty. The users of the railroad service would pay for the cost 
of that service and then it would be coming out of Maritime. 

That is the way I look at it. 
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Mr. ZreLenKo. I would say there is an inconsistency between the 
desires of Maritime and the thoughts of the Commerce Department 
itself. 

The CuHarrMan. The committee will certainly have an interesting 
debate among themselves when we go into executive session. 

Mr. ZeELENKO. We are on the same side. 

The CHARMAN. Yes. 

We will proceed with the witness. 

You ee give your statement. 

Mr. Sraxem. Mr. Chairman, under the Merchant Marine Act, 1936, 
the life of vessels is fixed at 20 years for a number of important 
purposes. Among these are (1) the computation of the purchase and 
sales price of ships, (2) the terms of payment of the purchase price, 
(3) the required documentation period, (4) the repayment of con- 
struction-differential subsidy for use in domestic trade, (5) the trade-in 
value of ships, (6) the period during which operating-differential 
subsidy can be paid without a special finding, (7) the computation of 
required depreciation deposits in the capital reserve fund, (8) the 
computation of income for dividend paying and recapture purposes, 
(9) the computation of the requisition price of ships, and (10) the 
administration of mortgage insurance under title XI. 

In general the bill would (@) amend the sections of the Merchant 
Marine Act, 1936, which provides for a 20-year life so that it will 
provide hereafter for a 25-year ihe; (6) require that existing con- 
tracts be revised to conform to a 25-year life, but without retroactive 
effect; and (¢) remove the section 802 requisition price from the 
vessels at the end of their economic lives. 

Submitted herewith is (1) a detailed statement of the changes in 
the bill which would be made in existing law, and also (2) a list of 
amendments, together with the reasons therefor, which the Depart- 
ment of Commerce and the Federal Maritime Board propose to the 
bill. These statements appear as attachments A and B. 

With the amendments proposed, the Department of Commerce and 
the Federal Maritime Board favor enactment of the bill. 

Our four proposed policy amendments are (1) to apply a 25-year 
life only to vessels delivered after January 1, 1950 (these are the 
better ships which include the Mariners, the /ndependence, the Con- 
stitution, the United States, the Santa Paula, the Santa Rosa, the 
Argentina, and the Brazil; (2) to retain 20 years as the maximum 
duration of the operating-differential subsidy contract (because ex- 
isting contracts do not now correspond in duration to the economic 
lives of the ships); (3) to strike out of the bill the provision that 
would remove the section 802 requisition price from the vessel at the 
end of its economic life (because, in return for the construction sub- 
sidy, the Government should be able to requsition the vessel for scrap 
value after the operator’s investment has been written off); and (4) 
to make permissive, rather than mandatory, the amendments of ex- 
isting contracts to conform to the amendments made by the bill (be- 
cause examination of the particular facts of a contract may indicate 
that such amendment is inadvisable). Our other amendments are 
described as technical in nature. 

The amendments to the 1936 act that would be made by the bill, 
amended as we propose, would affect both subsidized and unsub- 
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sidized operators. Unsubsidized operators would be affected by the 
amendments to sections 502(c), 509, and title XI. The effect of the 
amendments with respect to them would be to spread the amortiza- 
tion payments on mortgages held by the Government, and on privately 
financed mortgages insured by the Government under title XI, on 
ships delivered after Janu: iy 1, 1950, over 25 years rather than over 
20 years. 

The main features of the bill, amended as we propose, with respect 
to subsidized operators, are that it would authorize the spreading of 
depreciation charges and of amortization of mortgage payments, on 
vessels delivered after January 1, 1950, over 25 years, rather than 
over 20 years; and would thus provide a sounder base for deter- 
minations of economic feasibility required by sections 601, 606(4), 
and 1104(8) of the Merchant Marine Act, 1936, and by the operating. 
differential subsidy contracts, before replacement of subsidized ves- 
sels can be required. In view ‘of the high point to which replacement 
costs have risen, this is an important consideration, and the bill, 
therefore, would help to assure the success of the replacement program. 
In view of the high replacement costs, it appears that the subsidized 
operators (particularly some of the subsidized operators) would have 
difficulty in supporting the financial burden of the replacement pro- 
gram in meeting high fixed charges for debt service and in recovering 
high capital costs over a 20-year life. 

‘The existing ships to which the bill, amended as we propose, w ould 
apply, and the new ships being built by the subsidized operators, in- 
corporate many technical and “design improvements. Important ad- 
vances included in these ships are (1) increased speed, (2) modern 
cargo-handling gear, (8) new and improved methods of construction, 
and (4) facilities particularly designed for specific trade routes and 
services. We believe that the high standards of construction and the 
superior characteristics built into these ships will keep them competi- 
tive and allow their full economic utilization for a 25-year period. 

The bill does not provide for a further stretchout of the replace- 
ment program, because under existing law the Board is not required to 
contract to pay operating-differential subsidy for the operation of a 
vessel for its full economie life. 

With the amendments proposed, we recommend enactment of the 
bill, because such enactment will help to assure the success of the 
replacement program, and help to assure the United States of a con- 
tinuing, competitive merchant marine. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this statement to your committee. 

Now, Mr. Chairman, instead of belaboring the committee with the 
reading of each section of the bill and what it does, I think it would be 
well to. just put in the record at this point the attachment A to my 
statement. 

The Cuarrman. I do not know about that. Let us go ahead with it. 

Mr. Staxem. All right. 

1. Section 215 of the 1936 act authorizes the Secretary of Commerce 
to buy vessels for use on essential trade routes at a reasonable valua- 
tion but not exceeding by more than 5 percent the cost to the owner 
less depreciation based on a 20- -year life. 
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The bill would amend this section so as to provide for depreciation 
based on a 25-year life. 

The Federal Maritime Board has no objection to this amendment. 

2. Section 502(c) of the 1936 act authorizes the Board to sell vessels 
built under title V on terms of 25 percent down and the remainder 

ayable over 20 years. 

The bill would amend this section so as to authorize payment of the 
remainder over 25 years. 

We haveno chjeetion to this amendment. 

3. Section 502(g¢) of the 1936 act authorizes the sale of vessels 
acquired under section 215 of the act, at a fair price but not less than 
cost to the Secretary of Commerce minus depreciation from the date of 
completion based on a 20-year life. 

The bill would amend this section to provide for depreciation of 
such cost on the basis of a 25-year life. 

We have no objection to this amendment. 

4, Section 503 of the 1936 act requires that vessels built under the 
act be documented under the laws of the United States and remain 
so documented for 20 years or so long as there remains due to the 
United States any amount on the purchase price, whichever is longer. 

The bill would amend this section to require U.S. documentation of 
such vessels for 25 years or so long as there remains due to the United 
States any amount on the purchase price, whichever is longer. 

We have no objection to this amendment. 

5. Section 506 of the 1936 act requires annual repayment of part 
of the construction-differential subsidy, if the vessel is used in the 
domestic trade, on the basis of that proportion of one-twentieth of the 
construction subsidy which gross revenue from domestic trade bears 
to the entire gross revenue. 

The bill would amend this section to provide for annual repayment 
of the foregoing proportion of one-twenty-fifth of the construction 
subsidy. 

We have no objection to this amendment. 

6. Section 507 of the 1936 act authorizes the trade-in of vessels at 
cost less depreciation based on a 20-year life. 

The bill would amend this section to provide for depreciation over 
a 25-year life. 

We have no objection to this amendment. 

7. Section 509 of the 1936 act authorizes the sale of vessels for use 
in the domestic trade at a prescribed downpayment with the balance 
payable over 20 years. 

The bill would amend this section to provide for payment of the 
balance over 25 years. 

We have no objection to this amendment. 

8. Section 510(d) of the 1936 act provides that one of the elements 
in determining trade-in allowance is depreciated valued based on a 
20-year life. 

The bill would amend this section to provide that this element shall 
be the depreciated value based on a 25-year life. 

We have no objection to this amendment. 

9. Section 510(g) of the 1936 act provides that vessels acquired un- 
der the section at ill not be used for commercial purposes after they 
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are 20 years old except when section 902 is in force and except as 
otherwise provided in the act. 

This bill would amend this section to make the age after which com- 
mercial operation is prohibited 25 years rather than 20 years. 

We have no objection to this amendment. 

10. Section 603(a) of the 1936 act authorizes the Board to enter 
into operating-differential subsidy contracts for not exceeding 20 
years. 

This bill would amend this section to authorize 25-year operating- 
differential subsidy contracts. 

We are opposed to this amendment, because operating-differential 
subsidy contracts do not now correspond i in duration to the lives of 
the ships, and we therefore see no reason to extend such contracts to 25 
years. Our first proposed amendment would strike out this section of 
the bill. 

11. Section 605(b) prohibits payment of operating-differential sub- 
sidy for operation of a vessel that is more than 20 years old unless the 
vessel’s life has been redetermined under section 607(b) or unless a 
finding is made that such payment is in the public interest. 

This bill would amend this section to prohibit payment of operat- 
ing-differential subsidy without a 607(b) life redetermination or a 
special finding only after the vessel reaches 25 years of age. 

_ have no objpntion to this amendment. 

12. Section 607(b) of the 1936 act requires the deposit of deprecia- 
tion in the capital reserve fund on the basis of a 20-year life. 

The bill would amend this section to require the deposit of de- 
preciation on the basis of a 25-year life. 

We have no objection to this amendment. 

13. Section 611(c) of the 1936 act provides that if the United 
States defaults under an operating-differential subsidy contract, the 
contractor is entitled to the issuance of an order allowing the transfer 
foreign of his ships, but that the Secretary of Commerce or the Board 
is authorized, with the consent of the contractor, to purchase the ships 
at a cost less 5 percent per annum depreciation. 

The bill would amend this section to authorize purchase of the 
vessels at cost less 4 percent per annum depreciation. 

We have no objection to this amendment. 

14. Section 705 of the 1936 act prohibits the sale of vessels for use 
in foreign trade at less than foreign cost minus depreciation based 
on a 20-year life, or sale for use in domestic trade at less than Ameri- 
can cost minus depreciation based on a 20-year life. 

This bill would amend this section to provide that depreciation 
shall be based on a 25-year life. 

We have no objection to this amendment. 

15. Section 714 of the 1936 act provides for (a) minimum charter 
hire of 5 percent of foreign cost plus 314 percent of depreciated for- 
eign cost computed annu: ally on the basis of a 20-year life and (0d) 

sale of the vessel at foreign cost less depreciation based on a 20-year 
life with 25 percent downpayment and the remainder payable over 
the remaining years of a 20-year life. 

This bill would amend this section to provide for depreciation on 
the basis of a 25-year life and for payment of the balance of the pur- 
chase price over the remaining years of a 25-year life. 
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We have no objection to this amendment. 

16. Section 802 of the 1936 act provides that if a vessel that was 
constructed or reconstructed with construction-differential subsidy is 
requisitioned, the owner shall be paid the value thereof but not ex- 
ceeding the depreciated cost of construction minus the depreciated 
construction-differential subsidy or the scrap value, whichever is 
greater, and that depreciation shall be computed on the schedule 
accepted by the Internal Revenue Service for income-tax purposes. 
This requisition price attaches to the vessel so long as it is a vessel 
and regardless of its age. 

The bill would amend this section to provide that depreciation shall 
be at 4 percent per year and the vessel shall not be subject to this 
requisition price after it reaches 25 years of age. Section 9 of the 
bill provides that revisions of contracts which are revised pursuant 
to the bill shall be effective as of January 1, 1960, and that any re- 
maining undepreciated cost as of such effective date shall be retired 
over a 25-year life. Since, however, the requisition price will not 
be computed until the vessel is requisitioned, which will be after 
January 1, 1960, it is not clear from the bill that depreciation for 
periods prior to January 1, 1960, is to be at 5 percent rather than 
at 4 percent. 

We favor the application, for the period after January 1, 1960, of 
a 4-percent depreciation rate to vessels delivered after January s 
1950, but we oppose removal of the requisition price after the vessel 
reaches 25 years of age. Our third proposed amendment would clar- 
ify this provision of ‘the bill and carry out the foregoing recommen- 
dations. 

17. Section 1104(a) (3) provides that, to be eligible for mortgage 
insurance, the mortgage must secure bonds, notes, or other obligations 
having maturity dates not exceeding 20) years from its date of 
execution. 

This bill would amend this section, to make eligible for insurance, 
mortgages securing obligations having maturity dates not exceeding 
25 years from its date of execution. 

We have no objection to this amendment. 

18. Section 1106(3) provides that to be eligible for mortgage insur- 
ance under the section the refinancing mortgage must not have ma- 
turity dates later than the maturity dates of the old mortgage. 

The bill would amend this section to provide that the maturity 
date of the refinancing mortgage shall not exceed 25 years from the 
execution of the old mortgage. 

We have no objection to this amendment. 

19. Section 1107(4) provides for depreciation at 5 percent per 
annum to compute the maximum principal amount of an eligible 
mortgage on an existing ship. 

This bill would amend this section to provide for depreciation at 
the rate of 4 percent per annum, and it would strike out of the section 
provisions for straight line depreciation and w ould substitute therefor 
depreciation “as authorized in this act. 

Ve have no objection to the amendment providing for 4-percent 
depreciation, but the act provides for no other method of depreciation 
than straight line and the rest of the amendment of the section should 
therefore be stricken out. Our fourth proposed amendment would 
accomplish this result. 
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20, Section 1107(5) of the 1936 act provides that the maturity dates 
of a mortgage on an existing ship shall not exceed 20 years from the 
date the ship’ was delivered. 

The bill would amend this section to provide that such maturity 
dates shall not exceed 25 years. 

We have no objection to this amendment. 

21. The joint resolution, approved June 29, 1940, authorizes the 
Secretary of Commerce or the Board to exclude from the computation 
of a vessel’s 20-year life any period during which the vessel is laid 
up because of the Neutrality Act of 1939. 

The bill would amend the joint resolution to grant this authority 
with respect to the 25-year life of vessels. 

Since the provision of the Neutrality Act which caused the layup 
of vessels has been repealed, we see no reason to amend the joint reso- 
lution and our second proposed amendment would strike out this 
amendment. 

22. Section 9 of the bill provides that any contract between any 
person and any agency of the United States entered into prior to the 
date of enactment of the bill, which would be affected if the provisions 
of the bill were applicable thereto, shall, at the request of such person 
to which third parties in interest have agreed, made within 180 days 
of enactment, be revised in accordance with the law as sone by 
the bill, and that any remaining debts and undepreciated costs shail 
be retired over the remaining years of a 25-year life without retroac- 
tive adjustment. 

The bill does not specifically provide how depreciation is to be 
taken on existing vessels which are not under contract. For example, 
if an existing vessel is traded in in the future, the bill does not specifi- 

sally provide that for the period pr ior to January 1, 1960, deprecia- 
tion shall be computed at the rate of 5 percent. 

We think that (1) the amendments should not apply to vessels 
delivered before January 1, 1950; (2) more specific provisions should 
be made as to the application of the amendments to vessels built after 
that date which are not under contract; and (3) more specific pro- 
vision should be made with regard to amendment of existing 
contracts. 

In addition, we do not think that amendment of existing contracts 
should be mandatory, because examination of the particular facts in 
a given case might indicate that such amendment is inadvisable. 

Our fifth, sixth, and seventh proposed amendments would carr 
out our recommendations with regard to section 9 of the bill. 

Mr. ZeLENKo (presiding). Does that conclude your statement ? 

Mr. Stakem. Yes; unless the Chair would like me to again review 
the proposed amendments; but I think I could offer them for the 
record. They are more or less repetition of what I have already 
said. 

Mr. ZELENKO. Very well. 

Thank you, Mr. Stakem, for a most comprehensive statement. 
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(Attachment B follows:) 


[Attachment B] 


AMENDMENTS PROPOSED TO H.R. 10646 py THE FEDERAL MARITIME BOARD AND THE 
DEPARTMENT OF COMMERCE 


1. Page 1, line 4, strike out “603(a)”. 

Section 603(a) of the 1936 act authorizes 20-year operating-differential subsidy 
contracts. The bill would increase this to 25 years. Our proposed amendment 
would retain the 20-year provision. The reason for our proposed amendment 
is that the duration of operating-differential subsidy contracts does not now 
correspond with the lives of the ships, and we therefore see no reason to extend 
these contracts to 25 years. 

2. Page 1, line 5, beginning with the second comma, strike out all down through 
the comma at the end of line 10. 

The joint resolution referred to in the bill would authorize the Board or the 
Secretary of Commerce not to include, as part of the 20-year life of a vessel, any 
period during which the vessel is laid up because of the provision of the Neutrality 
Act of 1939, which prohibited U.S. documented vessels from trading with nations 
between whom the President declares that a state of war exists. The bill would 
amend the joint resolution to authorize the exclusion of such layup periods from 
the 25-year life of the vessels. Our proposed amendment would strike out this 
amendment. The reason for our proposed amendment is that the foregoing 
provision of the Neutrality Act has been repealed. 

3. Page 2, line 20, strike out “(1)”; and page 2, line 22, beginning with the 
word “at”, strike out all down through the word “vessels” on page 3, line 2, and 
insert in lieu thereof the following: “by the straight-line method and (A) if 
the vessel was delivered by the shipbuilder before January 1, 1950, such computa- 
tion shall be made on the basis of a twenty-year life, and (B) if the vessel was 
delivered by the shipbuilder on or after January 1, 1950, such computation for 
the period prior to January 1, 1960, shall be made on the basis of a twenty-year 
life, and for the period after January 1, 1960, such computation shall be made on 
the basis of the remaining years of a useful life of twenty-five years, but if the 
vessel is reconstructed or reconditioned such computation, regardless of when 
the vessel was delivered by the shipbuilder, shall be made from the date of 
such reconstruction or reconditioning on the basis of a useful life determined 
jointly by the Secretary of the Treasury and the Secretary of Commerece”. 

The material that would be stricken out of section 6 of the bill by this proposed 
amendment provids that (1) in computing the maximum requisition price, de- 
preciation shall be taken at 4 percent per annum, and (2) the requisition price 
specified in section 802 of the act shall not apply after the vessel becomes 25 
years old. Section 9 of the bill provides that revisions of contracts which are 
revised pursuant to the bill shall be effective as of January 1, 1960, and that any 
remaining undepreciated costs as of such effective date shall be retired over the 
remainder of a 25-year life. Since, however, the requisition price will not be 
computed until the vessel is requisitioned, which will be after January 1, 1960, 
it is not clear from the bill that depreciation for periods prior to January 1, 
1960, is to be at 5 percent rather than 4 percent. Our proposed amendment (1) 
makes clear that for periods prior to January 1, 1960, depreciation shall be at 
5 percent per annum in computing the requisition price, (2) makes 4 percent 
depreciation inapplicable to vessels delivered prior to January 1, 1950, and (3) 
strikes out the provision of the bill which would eliminate the applicability of 
section 802 after the vessel becomes 25 years old. 

4. Page 3, line 9, strike out “(1)”; and page 3, line 11, beginning with the 
semicolon, strike out all down through the quotation mark at the end of line 13. 

The bill does not authorize any method of depreciation other than straight- 
line depreciation, and the material our proposed amendment would strike out 
must have been left in the bill from an early draft by mistake. 

5. Page 3, line 14, beginning with “The”, strike out all down through “the” 
at the end of line 16, and insert in lieu thereof the following: 
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“(a) The amendments made by this Act shail apply only to vessels delivered 
by the shipbuilder on or after January 1, 1950, and with respect to those vessels 
shall become effective on January 1, 1960. With respect to vessels delivered by 
the shipbuilder before January 1, 1950, the provisions of the Merchant Marine 
Act, 1936, existing immediatly before the date of enactment of these amendments 
shall continue in effect. 

“(b) With respect to vessels delivered by the shipbuilder on or after January 
1, 1950, and before January 1, 1960, depreciation under sections 215, 502(g), 
507, 510(d), 607(b), 611(c), 705, 714, and 1107(4) shall be taken (unless a 
contract which is in effect on January 1, 1960, otherwise provides) for the 
period prior to January 1, 1960, at the rate provided by the Merchant Marine 
Act, 1936, as it existed immediately prior to these amendments and for the 
period after January 1, 1960, such depreciation shall be taken on the basis of 
the remaining years of a useful life of 25 years unless the vessel is reconstructed 
or reconditioned in which event such depreciation, from the time of such 
reconstruction or reconditioning, shall be taken on the basis of the remaining 
years of a useful life of the vessel determined jointly by the Secretary of Com- 
merce and the Secretary of the Treasury. 

“(c) Any contract between any person and the”. 

6. Page 3, line 20, strike out ‘“‘shall’” and insert in lieu thereof ‘“‘may”’ 

7. Page 4, line 5, beginning with “any” strike out all down through “adjust- 
ments” at the end of line 11, and insert in lieu thereof the following: “Any such 
reviison shall provide with respect to the amendments to sections 215, 502(g), 
507, 510(d), 607(b), 705, 714, 802, and 1107(4) that depreciation for the period 
prior to January 1, 1960, shall be taken at the rate provided by the Merchant 
Marine Act, 1936, prior to these amendments and that the remaining deprecia- 
tion shall be taken for the period beginning January 1, 1960, on the basis of the 
remaining years of a useful life of twenty-five years unless the vessel has been 
reconstructed or reconditioned in which event such depreciation from the time 
of such reconstruction or reconditioning shall be taken on the basis of the remain- 
ing years of a useful life of the vessel determined jointly by the Secretary of 
Commerce and the Secretary of the Treasury. Any such revision shall provide 
with respect to any remaining unpaid debts that such unpaid debts shall be paid 
in equal annual installments over the remaining years of a useful life of twenty- 
five years.” 


Mr. ZELENKO. Mr. Tollefson, do you have any questions ? 

Mr. Toutierson. Yes, Mr. Chairman. 

On page 2 of your first statement, you say that the bill does not 
provide tor a further stretchout of the replacement program. Will 
the bill have any effect in this regard indirectly or otherwise ? 

Mr. Staxem. I think, Mr. Tollefson, you have to break that down 
into two pieces. 

If our amendments are adopted and if the cutoff date of January 1, 
1950, is selected by the committee, the present replacement obligations 
of the subsidized operators to a great extent would remain as they are. 

Now, to the extent that you may have a stretchout in 10 or 15 years 
on the Mariners and the passenger combination ships that have been 
delivered after 1950, there may have to be some adjustments but, 
essentially, the replacement program as it exists today and as it would 
be carried out over the next decade would remain unchanged. 

Mr. Totierson. In other words, you have replacement contracts in 
effect now covering certain numbers of ships, is that not true ? 

Mr. Staxem. That is right. 

Mr. Tonterson. And this bill would not change the provisions of 
those contracts ¢ 

Mr. Sraxem. That is the way we view it. 

Mr. Totterson. But there are other ships concerning which there 
are no replacement contracts; is that right? Is that what you are 
saying? 
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Mr. Srakem. That is right. 

Mr. 'Totiterson. And when the day comes for you to consider re- 
placing them or negotiate for the replacement of them, then you may 
have to have an¢ addition: il stretchout policy ? 

Mr. Staxem. That is right. I think the Mariners, Mr. Tollefson, 
is a good example. You have approximately 28 Mariners in the sub- 
sidized services and some of the operators have no replacement. ob- 
ligations on the Mariners that they own. 

Now, if those Mariners get a 25-year life under the bill as we pro- 
pose it be amended, there will be no provision to require the Board 
that they must wait until the 25 years in order to enter into a re- 
placement obligation with the oper rator, a requirement that he ee 

In other words, some of those Mariners, even though they have 
25-year life under this bill, could be replaced before ‘they reach the 
end of their 25th year by the same reason that we have in our con- 
tracts now required the operators to replace some of the war-built 
vessels before they reach 20 years, which is the statutory life of the 
ship. 

I think that there are perhaps 90. I have not the number at hand 
but there are a substantial number of ships which will be actually 
replaced before they are 20 years of age, which is the present statutory 
life. 

Mr. Totierson. Coming back to the number of ships for which 
replacement contracts have been entered into and relating it to appro- 
priations for construction differential subsidy, 14 ships are provided 
for in the 1961 budget. 

Mr. Stakem. Yes, sir. 

Mr. Totterson. And a similar number of ships were in the 1960 
budget, were there not? 

Mr. Straxem. That is correct. 

Mr. Totierson. Did those two budgets coincide with your re- 
placement program ? 

Mr. Staxem. No, they do not. 

Mr. Totierson. You fell behind how many ships? 

Mr. Strakem. We are behind at the present time 24 ships. 

Mr. Totierson. For those 2 years? 

Mr. Sraxem. This is from the commencement of the program and 
up to date. 

Mr. Totierson. Up to date? 

Mr. Stake. Yes, sir. 

Mr. Totterson. What is going to happen, say, 5 years from now if 
you keep dropping behind? Are you going to have to revise some of 
those contracts ? 

Mr. Sraxem. I think that as we go from year to year there will have 
to be certain extensions given to certain operators in connection with 
ships. We will have to fit the money to the program. 

Mr. Toiierson. At some point along the line, as the chairman orig- 
inally indicated, instead of replacing these ships at the end of their 
20th year or pursuant to the stretched out program which the con- 
tracts envisioned, you are going even beyond that and you are going to 
have ships heaven knows how old before you replace them. 

Mr. Staxem. It is a fact that under the present program many of 
the ships will be beyond the 20 years before they are actually replaced. 
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Mr. Totierson. I hope you people down at Maritime make the pic- 
ture known to the appropriate committees of Congress which have to 
do with dollars. 

Mr. Straxem. We do, sir. 

Mr. Totierson. I am a little concerned that, while the bill does not 
provide any further stretchout, the experience that we have had in the 
last couple of years would lead me to believe that an indirect result 
would be a further stretchout. I may be wrong and I hope I am. 

I have one further question here. On page 3 of your first attach- 
ment, numbered item 10, this is one of the provisions of the bill to 
which you do not agree and for which you have supplied an amend- 
ment ¢ 

Mr. Srakem. Yes, sir. 

Mr. Totierson. In effect, you are saying that the life of the ship 
has nothing to do with your 20-year operating differential subsidy ? 

Mr. Stakem. That is right. The only way that you could do that 
would be to have a new contract for each ship and, when you have a 
fleet. concept, it just does not match even under the present ‘law. Asa 
matter of fact, until the new replacement obligations were lined up 
and the new long term contracts were written, there had not been a 20- 
year contract awarded by the Board or its predecessors to that time. 

Mr. Totierson. In other words, the 20-year operating differential 
contract was never related to the 20-year life of the ship. Is that 
what you mean to say? 

Mr. Sraxem. That is right. It was permissive to the Board to go 
up to 20 years and, until we got into the replacement obligations 
spelled out in fine detail, the Board or its predecessors did not see fit 
to go up to that 20 years. 

Mr. Totterson. What had they been originally, 10 years? 

Mr. Sraxem. They varied, Congressman Tollefson. Some were 10. 
I can recall one that was 12 years. Some may have been up to 15 
years, but none got up to 20. 

Mr. Totterson. That is all, Mr. Chairman. 

Mr. Zetenxo. Mr. Downing. 

Mr. Downtxa. Yes, Mr. Chairman, I have a few questions. 

First, I think it was a very comprehensive and good statement, 
Mr. Stakem. 

Mr. Stakem. Thank you, Congressman. 

Mr. Downtne. As I understand this bill, this includes all ships of 
every category that have a construction subsidy. Now, is it not true 
that there are differences in the expected life of various types of 
ships? For instance, does not a freighter normally have a longer 
life expectancy than a tanker, and, if that is true, what effect will this 
bill have on this shorter lived ship ? 

Mr. Sraxem. I think this bill with its proposed amendments will 
still enable the Board in connection with individual units of the fleets 
to enter into contracts either for the early replacement of a particular 
unit or a stretch out of that unit depending upon one of the factors, 
which would be the condition of the ship. 

Mr. Downtna. Do you think that should be spelled out more in 
detail in this bill? 
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Mr. Sraxem. I think it is inherent in the law as written and I do 
not think it would necessarily have to be spelled out in any more 
detail. 

Mr. Downtna. I do not quite understand. If you were to do that 
would that not be in violation of this bill ? 

Mr. Srakem. No, because there is no requirement in the law nor in 
this bill that the Board has to pay an operating differential subsidy 
for 20 or 25 years on a particular unit, and I should think that in the 
future there may be some units that operators would want to replace 
before the 25 years. 

All that happens in that case is that there is an undepreciated base 
on the ship that has a tax consequence in the future building but it 
does not prevent the operator and the Board from entering into a ne- 
gotiation or a contract to replace a particular unit either before or 
after it gets of age. 

Mr. Downtna. I do not know if I understand. Ifa ship dies before 
the 25-year period, what position does that place the shipowner in? 

Mr. Strakem. By “if the ship dies,” you mean that it is no longer 
competitive and should be replaced before it is 25 years of age? 

Mr, Downie. That is r ight. 

Mr. Sraxem. I should think that if that ship is in that condition 
that this would be one unit that the operator himself and the Board 
would want to accelerate the replacement of. 

Mr. Downtne. That is my point. Can they do that under the pro- 
visions of this bill? 

Mr. Sraxem. Yes. There is nothing in this bill that would prevent 
the Board and the operator from deciding a particularly undesirable 
ship should not have an early replacement. 

Mr. Downtne. I think that answers my question. 

On page 1, you say the bill under (C) would “remove the section 802 
requisition price from the vessels at the end of their economic lives.” 
Just what does that mean ? 

Mr. Srakem. Section 802 is the section of the law under which the 
Government has the right to take a ship that has Government assist- 
ance in the way of construction differential subsidy and upon requisi- 
tioning it, the operator gets the cost of the ship depreciated, 

At the present posture of the law, if that ship is completely written 
off at the end of 20 years, the Goverv ment can still take that ship for 
the residual value in the ship under 802 requisitioning authority. 

The bill without our amendment would not allow that. It would 
cut the Government’s requisitioning authority under that formula at 
the end of its 25th year and we think that, since it is a ship under con- 
struction subsidy, that the Government should have the right to still 

take it for residual value. 

Mr. Downtna. Mr. Stakem, something that bothers me about this 
bill is that we are all dedicated to the proposition of promoting, pro- 
tecting, and preserving the American-flag merchant marine and I am 
wondering if this bill will help to do that 

On page 4, you say that: 

With the amendments proposed, we recommend enactment of the bill, because 
such enactment will help to assure the United States of a continuing, competitive 
merchant marine. 
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Just how, in your opinion, does this bill set about accomplishing 
that ? 

Mr. Srakxem. Well, I will answer that in this way: With the high 
cost of the new units, and we must admit that the cost of these new 
ships as against the price that the operators paid for the old is high, 
they will have a considerable amount of money per vear that must “be 
funded as depreciation in the capital reserve fund. 

When they get all of their units built, the amount of depreciation 
that has to be funded each year gets quite substantial and it makes 
it much harder for the operator and for the Government to find eco- 
nomic feasibility, 

Mr. Down1ncG. Would not this bill, though, decrease the number of 
ships that are built in the 20-year ship repla wcement program / 

Mr. Sraxem. In the present ship replacement program, it should 
not have much effect until we get into the 1970’s when we start to 
replace the ships built after 195 50. 

Mr. Down1ne. Would it not then decrease the number of ships that 
can now be built under the present law in a specified period of time? 

Mr. Sraxem. In total number of ships, no. It would stretch it out 
a little bit more but you would still have the number of ships under 
contract to serve on the essential trade routes and, although it might 
have some effect. at first, you would still have the same number of 
ships built, Mr. Downing. 

Mr. Down1nG. But it is stretched out of a longer period of time ? 

Mr. Srakem. Over 25 years instead of 20. 

Mr. Down1na. Rather than 20% 

Mr. Stake. Yes. 

Mr. Downine. That is my point. I have been told, rightly or 
wrongly, that we are going to need 300 ships in the next 20 years. I 
do not know where I got that information. 

Mr. Staxem. We have 309 ships under the subsidy program at the 
present time. 

Mr. Down1ne. Based on your present program of 14 ships a year, 
in 20 years that would be 280 ships, but approximately half of your 
present flag Mariner would be over 30 years of age by that time, 
would they not ? 

Mr. Sraxem. Even under the Board’s present replacement pro- 
gram, assuming nothing is done with this bill, the average age of the 
present subsidized fleet will be much beyond 20 years. I have not 
checked the figure exactly but it seems to me that some place I have 
seen that it may average 24 years by the time you replace the present 
existing fleet. Some will be replaced early. Some will be replaced 
late, but. the average will be more than 20 years. 

Mr. Downtne. I am not at all convinced, based on what I have 
heard so far and what I know about this bill, that this would not de- 
crease the merchant marine rather than increase it as it is intended 
to do; but perhaps subsequent testimony will clear that up. 

I believe that is all. Thank you very much. 

Mr. Sraxem. Thank you, Mr. Downing. 

The Carman. Mr. Mailliard. 

Mr. Matrirarp. Mr. Chairman. 

I would like to pursue Mr. Downing’s line of inquiry to see if we 
can get it in better context. 














EXTENDING STATUTORY LIFE OF CERTAIN VESSELS 17 


The basic philosophy that is involved in the present law would 
theoretically ae every ship that is under operating subsidy replaced 
at the end of its 20th year ? 

Mr. Staxem. That is correct. 

Mr. MaruiArp. What are the factors that have put us as far be- 
hind as we are? Were we behind when we started the replacement 
program ¢ 

Mr. Sraxem. I would have to answer that this way. At the time 
when we started the replacement program there were no ships that 
had reached the end of their economic lives. However, because of 
the fact that most of these ships were built during the war and all of 
them within, say, a 4- or 5-year period, and because of the peak in 
building, the Board wanted to spread this program out over a large 
number of years. In order to do that, there were at least 90-some- 
odd ships whose life we extended beyond 20 years on a finding that it 
was in the public interest, 

Mr. Marurarp. In other words, if you had endeavored to carry 
out the intent of the act, you would have had to replace 309 ships in 
the period of 5 years? 

Mr. Sraxem. Three or four years, which was a physical impos- 
sibility. 

Mr. Maru1arp. So that, to carry out this policy, you tried to speed 
up this replacement program or at least start it before it would have 
started on the 20-year basis, start it ahead of time ? 

Mr. Stakem. Yes. We took some ships of the fleet which were the 
least desirable units and the operators and the Board agreed that the 
building of the replacement of these ships would be accelerated. 

Mr. Mautarp. Now, at our present rate of appropriations, ob- 
viously time is going to run out before you get this war-built fleet 
replaced. 

Mr. Sraxem. Yes, sir. 

Mr. Martui1arp. But how do you understand as of today? Let me 
see if I can make myself clear. You began the replacement program 
ahead of time recognizing that you were not going to be able to replace 
them en bloc practically ? 

Mr. Strakem. Yes, sir. 

Mr. Maiuurarp. As of today, are you behind on that program? As 
of this point, do we have any overage ships? 

Mr. Stakem. Let me answer it this way: That in working out the 
replacement program, the Board extended the life of 93 ships. That 
is, there are 93 ships in the subsidized units today that will be over 
20 years of age before a contract is entered into for their replacement. 

Now, on the other side of the coin, there are 159 ships under the 
basis of present commitments that will be accelerated before they 
reach 20 years of age. 

Mr. Marni1arp. Now, will they actually be accelerated ? 

What I am getting at is the fact that appropriations have fallen 
behind the planned program. Can you give us some kind of an indi- 
cator as to where we stand ? 

Mr, Sraxem. On the basis of the present commitments to the Board, 
if they had been carried out completely we would have under contract 
24 more ships than what we have under contract at the present time. 
That is our present position. 
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Mr. Maru1arp. May I ask you about this 1950 date? Are there 
any ships other than the so-c: alled war- built ships which are now under 
operating subsidy that were delivered prior to January 1, 1950? 

Mr. Sraxem. Yes, sir. To give you an exact record on that, take 
the 309 ships that are under contract at the present time; 196 of "those 

were built prior to 1946, and when I say “built,” I should use the word 
“delivered”; 44 of them were delivered from the yards between 1946 
and 1950. There were 35 that have been delivered since 1950. There 
are 33 ships that have been traded in to the Government; in other 
words, title has passed to the Government on those ships, and the 
operators are chartering them back for use during the period of con- 
struction of the new units. 

Then, to round out the figure, to make it come out to 309, there 
is one ship that is a converted Liberty ship that is being used by one 
operator and it is under an obligation to replace that ship. 

That makes the total of 309. 

Mr. Maru1arp. I would like to examine these 44 ships that are in 
the 1946 to 1950 period. 

Mr. Staxem. [ can give you that by company or by name. 

Mr. Mamut1arp. Well, I am primarily interested as to whether those 
are so-called war-built ships that simply were not delivered until after 
that date or whether they are a special class of ships. 

Mr. Sraxem. I would say they are war-built ships not delivered 
until those years. They are mostly C-2’s and C-3’s. There are 5 
combination passenger-c: argo ships in that 44. 

Mr. Mariurarp. What are those five? 

Mr. Sraxem. The Cleveland and the Wilson now operated by the 
American President Lines. 

Mr. Maruuiarp. Those were essentially P-2 transports, were they 
not ‘ 

Mr. Sraxem. They were transports converted as commercial car- 
riers and delivered, I think, in 1946 and 1947. 

Mr. Marutarp. Then they were taken back by the Government 
as I recall, were they not ? 

Mr. Sraxem. Yes, the ‘y were chartered to the company for years 
and I think it was around in the early 1950’s when a special bill was 
passed by Congress to allow the Board to sell them to the operator. 

Mr. Matiu1arp. That is two of them. 

Mr. Staxem. That is two. 

Mr. Mariurarp. What are the other three? 

Mr. Sraxem. You have two combination passenger-cargo ships by 
the Grace Line, the Santa Sophia and the Santa Monica. 

Mr. Mariu1arp. What class of ship are those? Are they specially 
built ? 

Mr. Sraxem. [ am not too familiar with that unit. I know that 
they are probably of the cargo type that converted with some pas- 
sengers, but the exact number of passengers I do not. know. 

Mr. Marizrarp. You do not recall whether they are C-2 or C-3 
hull ? 

Mr. Sraxem. I would defer to Mr. Hoffman, who is with me here, 
in the audience. He may know. 

It is the C-2 type. 

Mr. Marurarp. That is two more. 
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Mr. Sraxem. Then the other three are the C-3 combination pas- 
senger-cargoes of Mississippi Shipping Co., the Del Mar, the Del 
Nord, and the Del Sud. 

Mr. Matutarp. Is your reason for recommending the 1950 date 
basically that these are merely variations of the warbuilt class of 
ships and do not represent postwar modernization ? 

Mr. Sraxem. Essentially that is it, Congressman. This is the one 
point at issue between the Board and the industry, I might add. 

Mr. Marurarp. That is why I am attempting to develop it. 

Mr. Sraxem. If you include in these 44 and go back to the 1946 
date, then outside of these 5 the rest of the 44 are C-2’s and C-—3’s 
and these are similar to a lot of the ships that were delivered prior 
to 1946. 

Mr. Mamutarp. So that there is really a question of equity as be- 
tween operators here to have an arbitrary cutoff date in the middle 
of a particular class or classes of ships? 

Mr. Staxem. That is what led us to the 1950 date when we tagged 
that with the Mariners and the new and better passenger ships that 
were built after that date. 

Mr. Mariur1Arp. We can really say—do you believe, in fairness, that 
it is only the ships delivered 1950 or later that we could really call 
postwar ships ? 

Mr. Sraxem. That is the position of the Board and this was arrived 
at with some struggle, I might add; but seeking a fair date, we felt 
that the date of the construction of the Mariners was the best date to 
use. 

Mr. Matiiiarp. Because the Mariner does represent a substantial 
advance in design over anything built prior to that date? 

Mr. Stake. It is the best cargo ship in the world up to that point. 

Mr. Maiturarp. I am going to a slightly different subject. 

Can you either give us an example or explain what effect this bill 
would have as to the position of the U.S. Government from an economic 
point of view? In other words, I would like to have in the record, if 
you could give it to us in general terms, whether the financial risks to 
the United States are either greater or less under this proposal than 
under existing law and whether there tend to be any other financial 
gains or losses to the United States. 

I feel sure that the Board must have taken a look at these things 
and I think the committee ought to have in our record some estimate 
as to the pluses and minuses from a dollar point of view to the United 
States. 

Mr. Sraxem. I do not think that there is any loss to the United 
States by reason of the passage of this bill as amended. I do not 
think it will add to the cost of the ships. I think it will enable the 
operator to get perhaps a little fairer return on his invested capital 
by depreciating it over a longer period of life. I know that it will 
make it easier for the Board to find economic fe: usibility of these new 
high-cost units. 

I think if you take and put it all together, it is on the plus side for 
the Government to pass this bill. 

Mr. Maruurarp. If we could just run down a possible list of things, 
IT think it would be helpful for the record, because there are going 
to be a lot of people who will want explanations of this bill who will 
ask these questions. 
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Would you correct me if I am wrong in the statements I make? 
Obviously it should not have any effect on the cost of construction 
subsidy on any particular vessel. 

Mr. Staxem. No, it should not. 

Mr. Marurarp. It would require less of an annual contribution by 
the United States as the stretchout would occur ? 

Mr. Stakem. Yes, sir. 

Mr. Maruurarp. Now, taxwise, it would not change the amount of 
taxes that the United States would get but it might spread them over 
a longer period of time; is that correct ? 

I am thinking of a lower depreciation. 

Mr. Staxem. If you lower depreciation, you increase the profit and 
you could increase the tax but, so far as the replacement program is 
concerned, the depreciation that is funded will be funded over 25 years 
instead of 20; but it will all come in, assuming that there is no accelera- 
tion on the building. 

Mr. MaruiArp. If, by increasing the economic feasibility, the com- 
pany is able to make greater profits; there is a very real possibility 
that the recapture of operating subsidy might increase. 

Mr. Staxem. The recapture is estimated over a 10-year period. It 
is a cumulative thing. It has been said—and I suppose we need more 
of a test to know the truth of this—that unless the freight rates go up 
in the future there will be very little recapture because of the high 
cost of the new units. 

Now, most of the operators are in a cumulative recapture position 
at the present time—some of them to a very small extent, some of them 
in very substantial amounts. 

This bill could affect recapture in a certain way but I would have 
to give it some thought to determine the exact extent to which re- 
‘apture might be affected. 

Mr. Marturarp. Do you not think that, judging from past experi- 
ence in this industry, we could reasonably expect that there will, as in 
the past, be profitable years in this business ? 

Mr. Staxem. I would have to say “Yes” to that, Congressman, be- 
cause the Board has to find that these units, as we build them, are 
economically feasible or else the Board has to say, “You should not 
build.” 

Mr. Maru1arp. There have been ups and downs. 

Mr. Staxem. But over the long period. 

Mr. Maru1arp. But past experience has been that there are enough 
ups that at some point we usually do get into a recapture situation ? 

Mr. Srakem. Yes, I would say that is true. 

Mr. Maruzarp. If we do get into a recapture situation, their ability 
to write these ships off over a 25-year period would presumably in- 
crease the amount: of recapture to some degree, would it not? 

Mr. Staxem. My impression is yes. After talking with the staff a 
little more on this point, I may want to supplement my remarks to 
put in, as we see it, how it would affect recapture. 

Mr. Mar1arp. I think you understand that there are certain 
Members of the House and one in particular that is a member of this 
committee where the first question is going to be asked: “What is the 
cost as far asthe Treasury is concerned ?” 
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On a very superficial glance, it would be my opinion that it ought 
to end up as a profit to the Treasury if it makes any difference at all. 
Do you thing that is a fair statement? 

Mr. Sraxem. Yes, I think it is. It repeats what I said that, if you 
add the pros and cons on this, it is on the plus side as far as the 
Government is concerned and the bill should be enacted. 

Mr. Martiiarp. I think that is all I have, Mr. Chairman. 

The Cuarrman. Mr. Casey. 

Mr. Casey. Mr. Stakem, Mr. Mailliard explored very thoroughly 
one idea that I had, if it would not increase the recapture. The ships 
that you have referred to have been built since 1950. Under the exist- 
ing law, in a 20-year period if they are still very serviceable ships, the 
economics would most likely extend the period for replacement, would 
they not ? 

Mr. Staxem. I missed the year that you used. 

Mr. Casey. You were referring to ships built since 1950. Take the 
United States, for instance. In the 20-year period if that is still a 
first-class serviceable ship, you are going to extend the replacement life 
of that, are you not? 

Mr. Staxem. Depending upon the circumstances. When we write 
the new contract with the U.S. Lines in the future, I think we would 
have to look at that in the light of the then events to decide whether 
it would be extended. 

Mr. Casey. I understand that, but I say, assuming that it is still a 
very serviceable ship and still is a very high class type of transporta- 
tion like it is now, you are not going to junk it? 

Mr. Staxem. I could answer that by giving examples. 

In the America, for instance, which is operated by the same com- 
pany as the SS United States, that ship was delivered in 1940 and she 
has now reached just about the end of her economic life under the law, 
and the Board would extend the life of that ship. 

I know that for a couple of the passenger-cargo ships in the South 
American run, the life was extended beyond the 20 years by the Board. 

I think the Santa Paula and the Santa Rosa are examples of that, 
Congressman. 

Mr. Cassy. You have already done that? 

Mr. Staxem. Yes. 

Mr. Casey. So that, the real benefit of this bill is to take some of the 
burden off of the operators in this high replacement cost fund that 
they have to contribute to, is that right ? 

Mr. Staxem. That is right. 

Mr. Casey. And to permit them to spread their mortgage another 5 
years so that they can reduce their mortgage payments and their de- 
preciation charges? 

Mr. Sraxem. Yes. I can give you an example, Congressman. 

Just take one line. I will not name it. In 1958, its depreciation to 
be funded on the existing fleet was $3,635,862. 

The CHarrmMan. What year was that? 

Mr. Sraxem. In 1958. For this one company that I have selected 
at random, depreciation on existing fleets would have been $3,635,862. 
If that fleet was replaced at the cost of ships being built at the present 
time, the depreciation on that fleet would have been $11,116,000, which 
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is quite a substantial difference. That is true on through the rest of 
them. 

Mr. Casry. In other words, this spread out seems to me to be bene- 
ficial to everyone concerned. 

Mr. Sraxem. That is the way we look at it, Congressman. 

Mr. Casey. Because if you leave the present law they have to have 
these high charges and high replacement fund payments and it also 
cuts down the recapture possibilities and also gives less taxes because, 
when you have lower depreciation, that leaves more funds subject 
to tax and also more funds available for recapture provisions. 

That sounds reasonable to me, as Mr. Mailliard pointed out. 

Mr. Sraxem. That is right. 

Mr. Casey. I do not believe I have any more questions, Mr, Chair- 
man. 

The Crarrman. Mr. Pelly. 

Mr. Petty. I think you have certainly given us a very clear explana- 
tion of this bill. I do not quite get in my own mind, though, whether 
the net effect of passage of this legislation would be in the nature of 
bringing our whole maritime policy in line with realities of budget 
and appropriation facts of life or whether maybe its net effect would be 
in line with actual experience on the basis of the demonstrated useful 
efficient life of a ship or, third, whether it would be to assist and 
help our steamship operators in line with economic feasibility. 

Mr. Sraxem. Congressman, I think it has a bit of all three of those 
in it. It certainly would assist in the finding of economic feasibility 
in the new units. I know that if we took the earnings record of an 
operator and just transplanted a new fleet under the costs as we now 
know them into the earnings picture of previous years that instead of 
showing a profit they would be in a loss position. So that, I think 
your three points were well summarized and I think there is a little 
bit of each in it. 

Mr. Pexxy. In other words, you really think, do you not, that a 
Mariner ship will have a useful practical life, if well maintained, of 
25 years? 

Mr. Staxem. There is no doubt about it, Congressman. 

Mr. Petiy. As far as the United States and the superpassenger 
liner of that type, it would have a useful life and be capable of efficient 
operation for 25 years ? 

Mr. Stakem. Yes, sir. 

Mr. Petty. Now, I would like to ask you as to the effect of this bill 
on the two authorized superpassenger liners. First, is depreciation 
allowed to the United States Lines on the basis of the amount that 
the company itself put in or on the entire cost of the vessel ? 

Mr. Staxem. Their cost is depreciated. 
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Mr. Petty. In other words, on the proposed new sister ship for the 
United States, assuming that the company paid $47 million and the 
entire cost of the vessel was $150 million, the net effect of this legis- 
lation would be on the $47 million ? 

Mr. Staxem. They would fund the $47 million, their cost. 

Mr. Petty. And then, in terms of arithmetic, the benefit in the way 
it would be shown in additional profits would be that the $47 million 
would be depreciated on 25 years instead of 20? 

Mr. Staxem. Twenty-five instead of twenty. 

Mr. Pexty. It would not be a very substantial figure in a balance 
sheet. 

Mr. Staxem. That is right. 

Mr. Petty. Would that be the only effect in these two authorized 
superpassenger vessels? Would the commercial feasibility that was 
shown in those cases and the profits they showed actually bring them 
more in line with a reasonable return on invested capital. Is that 
correct ? 

Mr. Sraxem. I think I would have to recheck the computations. 
My memory does not serve me as to how they were computed in arriv- 
ing at the percentages used in the bill and in the supports to the bill 
in the legislative record. It may be that there would be some differ- 
ence applying this new bill to that superliner but, if the Congressman 
would like, I would be very happy to put in the record what the effect 
would be. 

Mr. Petty. I would be very happy if you would do so. I think 
that is very important because one of these days we hope we are going 
to be asked for an appropriation and at that time we have to answer 


questions and that record would be very helpful. 
(The information follows :) 


FEDERAL MARITIME BOARD, 
Washington, D.C., March 21, 1960. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


Dear Mr. Bonner: During the course of the hearings on H.R. 10646, a question 
was raised as to the effect of a 25-year depreciable life on the estimated operating 
results of the superliner replacement for the SS America. The estimated operat- 
ing results for this proposed ship on a 20-year depreciable life basis are outlined 
on pages 252 and 253 of the hearings on H.R. 9342 before the Merchant Marine 
and Fisheries Committee of the House of Representatives, 85th Congress, 2d 
session. 

Using the same optimistic assumptions as were utilized at that time, which 
were that there would continue throughout the life of the replacement ship the 
same earning capacity as had been sustained by the SS United States for the 
first 544 years of its operating life, the estimated comparative results would be 
attained on a 20-year and 25-year life basis, as shown on the enclosed statement, 

We trust that the above satisfactorily answers the committee’s inquiry. 

Sincerely yours, 
Tuos. E. Staxem, Jr., Vice Chairman, 
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Statement reflecting operating results of superliner replacement for SS “America” 
with depreciation and financing spread over a 20-year and 25-year basis 


d)-vear basis 2/-year bas 


te percent percent ihe percent 5 percent 
tiovern private tiovert pr ate 
ment financing merrt financing 
financing financing 
Profit before deprectat '" tyate interest $4. 010.970 a4 010.070 65. 010.070 ‘ } aro 
Depreetation 2, 193, 7%) 2, 193, 750 ! 5, OOH ! 4M) 
Interest 47.710 r Th il ‘) 410, Sow 
Profit before taxe 2, 178, 510 1, WOO, Vie 2,023, 420 2, 348, 470 
Tax 1, 192, 82 wmM 471 1, 34, 183 1, 221, 20 
“Net profit to operator 1, 045, OBS 412, 440 1, 260, 249 1, 127, 270 
Capital necessarily employed 11, 7%), 000 11.7%). 000 | 11, 750, 000 11. 7%). 000 
Ratio, net profit to capital necessarily employed (per 
cent 5. 00 7.77 10.7 ¥. 59 
Results assuming additional costs due to title XI fi 
nancing and interest during construction estimated 
to be . $3, 500, 000 $3, 500, 000 
Net profit to operator 912, 440 1, 127, 270 
Depreciation a 175, 000 140, 000 
Interest | 68, GO 68, 250 
Tax adjustment ; - ibaa becuanl (126, 831) (108, 290) 
Adjusted net profit | eciaiaanes 795, 365 1, 027, 310 
Adjusted capital necessarily employed _ -- | 12, 625, 000 |_-- | 12,625,000 
Ratio, adjusted net profit to adjusted —— il neces- | 
sarily employed (percent) -..-_- sie |-- pkawnsbu O.28 bisccta si 8.14 


Mr. Petiy. This bill would not help, however. as to the commer- 
cial feasibility as to any proposed new intercoastal vessels; would it ? 

Mr. Sraxem. This bill would affect the unsubsidized vessels to 
the extent that the unsubsidized operators would be affected by the 
amendments to sections 502(c), 509, and title XI. That is in page 3, 
the first paragraph of my statement. 

Mr. Pexiy. Then in fact, the legislation would help proposals that 
are sanetene now for construction of vessels for intercoastal use ? 

Mr. Srakem. It would enable the mortgages to be spread over a 
longer period and enable the Maritime Administrator to insure mort- 
gages over a longer period, and to that extent it would be helpful. 

Mr. Pexuy. The Board, as I understand, has just had unfavorable 
feasibility reports on two such proposals ? 

Mr. Sraxem. That is right. 

Mr. Petry. Is there any hope that the passage of this legislation 
would change the figures of the studies that the Board had made so 
that those two particular proposals would be commercially feasible? 

Mr. Sraxem. You are referring to the Arthur Little study on the 
intercoastal project ? 

Mr. Peury. Yes. 

Mr. Sraxem. I would have to take a look at that, Congressman 
Pelly. 

Mr. Petry. It certainly might have and I would certainly hope 
that maybe we could get some legislation which would enable us to 
restore the intercoastal service in some way. I realize that there are 
other causes for concern as to the financing of any of those ships over 
which the Maritime unfortunately has no control, but I certainly 
think that many of us are greatly interested in some of the restora- 
tion of that service 
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Mr. Stake. We share your view, Congressman, that we ought to 
do everything possible to assist in the reestablishment of the coast- 
wise and intercoastal trade. 

Mr. Petry. You would not have amendments to suggest, however, 
which would help in that line any more? 

Mr. Sraxem. At the moment, I do not. 

Mr. Pesiy. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Casey. 

Mr. Casey. I have finished. 

The Caamman. Counsel. 

Mr. Drewry. Mr. Stakem, there is one point I would like to clear 
with you, if I can. 

Two years ago there was a bill being considered in the Senate 
which was asking for accelerated depreciation authority in order, as 
one industry witness put it, “to put us on more of a parity with for- 
eign competition.” 

The Department of Commerce report under the legislation indicates 
that there was a study made of what the proper depreciable life 
should be through a study of scrappings from 1921 on down to the 
then current time. I am reading from Secretary Weeks’ letter of 
July 30, 1958, to Senator Magnuson : 


The overall average scrapping ages for both types are almost the same, 26.9 
years for freighters and 26.4 years for tankers. 

We believe that the overall scrapping ages of 26.4 years for tankers and 26.9 
for freighters are somewhat inflated, and unreliable as indicators of what may 
be expected in the future. The only time when wars or the aftermath of wars 
were not dominating influences on ship life was in the 1930’s. There were both 
good and bad years in this period. It may not be considered normal, but it is 
the most normal period covered by our records. The average scrapping ages 
shown for this period, 20.6 years for tankers and 23.7 years for freighters, are 
the result, in part, of a carryover of ships whose life had been extended by the 
conditions existing in previous years. Eliminating ships whose life was ex- 
tended by abnormal conditions prior to the 1930’s from the tabulation would 
reduce the average scrapping age of tankers in that period to 17.5 years, and 
of freighters to 19.7 years. 

New development will influence the speed of obsolescence. Since World War 
II, the advent of the supertanker has given a striking example of how techno- 
logical developments can change the relative economic position of a whole 
generation of ships in a short time. The smaller ships have not yet been com- 
pletely supplanted by the supertankers, and there will always be a place for 
them in certain services; but it is only a matter of time before the smaller 
ships in general will be in a marginal or submarginal competitive position. 
Unquestionably, this will shorten their life. 

Nobody knows exactly where the trend toward larger and larger tankers 
will stop, or whether some new development will make the supertankers of 
today economically obsolete before their physical life runs out. 

With respect to dry cargo ships, there are strong economic incentives for 
improving cargo handling methods and equipment, speeding turnaround, avoid- 
ing multiple handling, providing door-to-door service, simplifying stowage, and 
preventing pilferage through various measures from relatively simple changes 
in cargo handling equipment to construction of new types of ships for efficient 
handling of containers, trailer bodies, or vehicles on wheels. 

Other radical developments, such as the commercial use of atomic power for 
ship propulsion, and the development of high-speed submarine carriers or 100- 
knot hydrofoil ships, are within the range of possibility or probability within 
the reasonably near future. The possibility of obsolescence must obviously be 
taken into account in estimating the life expectancy of new ships under present 
circumstances. 
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Standards of normal life expectancy for ships cannot reasonably be based on 
historical averages reflecting the influence of highly abnormal circumstances ; 
and, on the record, a depreciation life of 20 years for oceangoing tankers and 
freighters is more consistent with the pertinent facts than one of 25 years. 

That is the only pertinent part of the letter. 

Mr. Sraxem. What year was that? 

Mr. ‘Drewny. I would like to have your comment. I assume you 
were speaking for the Department of Commerce as well as the Mari- 
time Administration and the Maritime Board, were you not? 

Mr. Staxem. Yes, I have been advised that the Department of Com- 
merce had no objections to the submission of this statement here today. 

Mr. Drewry. Are you familiar with this obsolescence study, the 
physical obsolescence study conducted 2 years ago? 

Mr. Sraxem. I know that there was a study made about that time 
of the scrapping age of ships. I am a little hazy on the details of the 
study, but I do not think that anything in that report takes away 
from the basic soundness of the legislation that is now before this 
committee. 

We recognize that, in rolling out of the ship replacement program, 
we have accelerated a number of units for replacement early because 
of war-built ships but the ships that are being built are good ships. 

We have every reason to believe that they are the highest in quality 
built any place in the world and that these ships will have an economic 
future to the extent of 25 years, 

It is possible in the future, and we are all just using a crystal ball, 
that there may be some developments which would make some of these 
ships obsolete. 

s to the further development of the containerization, I think ¢ 
number of the units cca can be adapted to the technological im- 
provements in the future, but on balance, if you add all the features 
that are in these ships, there is no doubt in the Board’s mind that they 
do have an economic life of 25 years. 

Mr. Drewry. Are you convinced that when the 20-year life was 
fixed that the concept was based on the idea that the life would be 20 
years? Was there not an idea of replacing on a shorter cycle so that 
we could always be assured of having a fully modern fleet ? 

Mr. Stakem. I think that was inherent in the legislation when first 
passed in 1936 and I think that even if this bill is amended that we 
can still be assured of having a modern fleet. 

Mr. Drewry. That was my only concern, whether this bill will 
have the effect of providing incentives to obsolescence rather than the 
reverse. 

Mr. Sraxem. I think on balance, Mr. Drewry, that it would not and 
that we can expect both the Board and the operators to be very con- 
scious of new developments in marine travel and to work accor dingly. 

It is probable that in the final stages of the present ship replace- 
ment program that there might be different and perhaps even better 
ships than what the first units will be. 

I think we learn as we go along in this business, but I think, if you 
look at the quality of the ship and what is built into them, nothing 

can take away from the fundamental idea that those ships are c: ipable 
of a 25-year life on the basis of present knowledge. 

Mr. Drewry. Is it not true that the Japa unese are building or 
planning to build to meet the mariner competition ? 
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Mr. Staxem. Yes; I think they are. 

Mr. Drewry. Could a 25-knot competitor do something to take 
away the long useful life of a 20-knot ship ? 

Mr. Sraxem. I can only say that we will watch our foreign com- 
petition closely and that we will in the future units that are built just 
try to do them a little bit better. 

Mr. Drewry. Did the good neighbor ships meet their full 25 years, 
the Argentina, Brazil, and Uruguay. 

Mr. Srakem. I think that on some of those ships, Mr. Drewry, we 
had to extend their life beyond the 20 years. They were used beyond. 

Mr. Drewry. You did extend it beyond the 20, but, when you did, 
is it not true that they were operating under waiver from the Coast 
Guard, they were in violation of Coast Guard safety requirements? 

Mr. Srakem. That is right. There had to be a waiver from the 
Coast Guard. 

Mr. Drewry. Is there a provision here for stretching out Coast 
Guard safety requirements, too? 

Mr. Sraxem. I do not see any problem in that, Mr. Drewry. It 
seems we have never, to my knowledge, asked the Coast Guard’s 
opinion on this thing. I do not want to pretend to speak for them. 
It might be a good idea if the committee had the Coast Guard before 
it and put the question to them. 

Mr. Drewry. The Navy had a great deal to do with urging or even 
insisting that you go to certain higher speeds on subsidized vessels, I 
believe ; is that correct ? 

Mr. Staxem. I would not want to put all of the credit in the Navy. 
I think that the Federal Maritime Board working in cooperation with 
Navy felt that higher speeds could be useful in our trades. 

Mr. Drewry. In this same bill considered a couple of years ago, the 
Navy took occasion to criticize the speed limit that was mentioned, 
maintaining this 14-knot speed in existing law. Has Navy expressed 
any attitude on this question ? 

Mr. Staxem. I have not personally consulted with the Navy Depart- 
ment. I had assumed that this committee would call the Defense 
Department before it for its views. 

Mr. Drewry. For the record, we did ask them for a report and 
asked them if they had a witness, and we have received neither. 

Mr. Staxem. I see. 

Mr. Drewry. On the question of financing, I have heard somewhere 
that banks and insurance companies and other institutions of that type 
will not finance on more than a 20-year basis. I believe that what I 
have heard is incorrect and may apply to some particular situation, 
but have you discussed this question with the present ship financing 
institutions ? 

Mr. Staxem. To my knowledge, we have not but I think that one 
of the amendments which we have proposed where we make this appli- 
cable not on a mandatory but on a permissive basis would help to work 
out any problems that we may have with the financial institutions. 

Mr. Drewry. I think that is all, Mr. Chairman. 

The CuarrMan. You have made a very interesting witness. 

Mr. Sraxem. Thank you, Mr. Chairman. 
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The Cuarrman. I want to compliment you on your knowledge and 
frankness to the committee and your general ability to have all Mari- 
time affairs closely under your hand and to be able to explain just 
what this is all about. 

We appreciate your being up here. 

Mr. Staxem. Thank you, sir. 

The Cuarrman. The House is in a very sensitive mood right now 
and there are liable to be rollcalls any time. 

We have all of you here and it is bad outdoors but it is bad inside 
for some members of this committee because of what is going on in 
the Congress at the present time. It is all right for others. 

If we start on another witness today we might run into a rolleall. 

We have seven additional witnesses. There evidently will be a 
good deal of duplication. 

Counsel tells me that he has had a chance to see some of the state- 
ments and they are all short. 

The Chair wants to express its regret and the regret of the com- 
mittee that one very outstanding and fine witness who is scheduled 
here in confined to the hospital but we will have his statement read. 
I refer to Col. Noah Brinson, of the American President Lines, 
whom this committee is always anxious to have in the audience or to 
testify. 

The committee will now recess this hearing until 10 oclock tomorrow 
morning. 

(Whereupon, at 11:45 a.m., the committee recessed, to reconvene 
at 10 a.m., Thursday, March 17, 1960.) 


TO EXTEND THE STATUTORY LIFE OF CERTAIN 
VESSELS FROM 20 TO 25 YEARS 


THURSDAY, MARCH 17, 1960 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON MercHANT MARINE 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in room 
219, Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

Present: Representatives Bonner (chairman), Zelenko, Downing, 
Casey, Tollefson, Ray, Mailliard, and Pelly. 

Staff members present: John M. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 

The CuarrMan. The committee will come to order. 

The first witness this morning will be Mr. Tom Killefer of the 
committee of American Steamship Lines. 


STATEMENT OF TOM KILLEFER, EXECUTIVE DIRECTOR, 
COMMITTEE OF AMERICAN STEAMSHIP LINES 


Mr. Kititerer. Good morning, Mr. Chairman and members of the 
committee. I do not have a prepared statement but I should like to 
read, if it is agreeable with the chairman and the members, a statement 
of Mr. George Killion, who is chairman of the Committee of American 
Steamship Lines and was unable to be here this morning. 

He requested me to extend to you his sincere regrets at not being 
able to be here and, if it is agreeable, I should like to read his short 
statement. 


STATEMENT OF GEORGE KILLION, CHAIRMAN, COMMITTEE OF 
AMERICAN STEAMSHIP LINES, AS READ BY TOM KILLEFER, 
EXECUTIVE DIRECTOR, COMMITTEE OF AMERICAN STEAMSHIP 
LINES 


Mr. Kiuierer. I am George Killion and I appear before you today 
as chairman of the Committee of American Steamship Lines. Our 
committee is composed of all the 14 American-flag steamship com- 
panies engaged in foreign commerce on essential trade routes under 
operating-differential subsidy contracts with the Government. We 
are unanimously in support of the extended vessel life concept in 
H.R. 10646 and urge that it be passed. 
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Appearing for our committee are witnesses who will speak on the 
technical and financial aspects of the bill, and to the policy behind it, 
I should like to comment briefly on the importance of the bill to the 
industry. 

In his 1960 budget message the President of the United States, in 
directing that a study be made of the merchant marine, requested 
that consideration be given to extending the statutory life of vessels, 
In addition to the compelling budgetary limitations facing the Gov- 
ernment, there are substantial economic factors also affecting the in- 
dustry which make timely the statutory extension of vessel life from 
20 to 25 years. 

In the first place, worldwide shipbuilding prices have risen con- 
stantly since World War II. Although prices have now stabilized 
at something below the peak reached following the Suez crisis, the 
bulk of our replacement program will be carried out at new high-cost 
levels. Future improvements in technology, cargo handling facilities, 
and developments in the field of propulsion power, all will be incor- 
porated in the new ships as such advances become commercially 
feasible. But these improvements further increase the cost of building 
ships, and they require a longer amortization period in order to permit 
recovery of the large capital investments involved. Similarly, the 
added burden of servicing both principal and interest payments on 
the resulting higher debt loads increases the need for a 25-year as 
compared to the present 20-year vessel life. 

The financial officers of all our companies are unanimous in their 
conviction that the problem of servicing this debt and recovering the 
capital costs of investments in the new ships constitutes the major 
financial problem of the steamship industry. 

Our business is one requiring large investment in fixed assets, and 
a 25-year statutory life of ships, with collateral extension of title XI, 
will permit much-needed moderation of the debt load. This in turn 
will serve to minimize the risk of the United States and of the indi- 
vidual companies in the replacement program. 

Wesupport a bill which will fix a 25-year life for post-World War IT 
dry-cargo vessels; will permit reduction in debt service and realistic 
depreciation so as to amortize the cost of physical assets over their 
useful life. This is good financial logic and it is also sound accounting. 

At this point I should like to emphasize that H.R. 10646 does not 
affect the existing contractual replacement obligations of the operators, 
Our companies stand ready and willing to proceed with their current 
building commitments, and the delay in the scheduled building pro- 
gram is due entirely to lack of shipyard subsidy appropriations. 

The CASL support for this bill is founded in the realization that 
the present replacement program creates vast obligations and vast 
risks. We believe it is in the interest of the Government and industry 
to insure that these risks and expenses are reduced to the greatest pos- 
sible extent. For this reason, we think, the bill will contribute to a 
successful consummation of the ship replacement program and will 
make possible additional shipbuilding. 

Accordingly, we urge your prompt and favorable action on H.R. 
10646, as it may be amended by your committee. 

The Cuarrman. Do you have questions, Mr. Zelenko ? 
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Mr. Zetenxo. I have just been talking to one of my colleagues 
preparatory to asking a question. 

There has been some discussion that perhaps extending the time of 
the life of these vessels would discourage in some way the building of 
ships. 

There was some discussion on that yesterday. 

Do you have any views or opinions on that subject? 

Mr. Kiuurrer. I do, Mr. Zelenko. I was reading the statement for 
Mr. Killion, and he does not cover that point in his statement, al- 
though it will be covered in detail by the witnesses this morning. 

My own feeling is that, because of the clause in the replacement 
contract, the obligation for replacement, it is very clear that there 
must be economic feasibility determinations made by the Maritime 
Administration before the replacement of a certain fleet of ships or 
a ship can go ahead. 

If the depreciation on vessels is extended from 20 years as it is now 
to 25 years, this will mean that the companies will be able to be in a 
financial position better than they would be now. 

Mr. ZeLenxo. Is it the 1-percent difference that makes up the prob- 
lem, from 5 percent to 4 percent; is that it? 

Mr. Kitxerer. It is 1 percent every year. In other words, depend- 
ing upon which figure you use as your base, it is either a quarter or a 
fifth. 

Mr. ZetenKo. Then what I want to know is this: The companies 
projecting on a 20-year basis or 25-year basis know that under the 
new bill it will be 4 percent a year, which means that they have this 
margin of 1 percent. 

Is that 1 percent a substantial sum, generally speaking? 

Mr. Kixuerer. It is, sir, and we will have witnesses who will pro- 
duce figures for you this morning. 

Mr. ZetEnKo. I want to get the general picture and not burden 
you with details. 

If they know that the 1-percent difference occurs this year, are they 
enabled under the present legislation and will they be enabled under 
the new legislation, if it is passed, to take advantage not of the 1 
percent each year but, let us say, of 10 percent for the following 10 
years ¢ 

In other words, they know they have a few more points to play 
around with and I do not say “play around” facetiously but I mean 
that, in planning what they want to do or how to work out their 
problems, they will have a few more points for the next few years, 
Instead of 5 percent they have 4 percent a year, so that for the next 
5 years they have that. The money is available. 

Could they borrow on account of it from a bank and use that 5 
percent in this year? Is that generally what could be done or is 
done? Or do they take advantage of that 1 percent each year as it 
comes along. 

Mr. Kitierer. My point, sir, which I think will answer your ques- 
tion is that, if they are permitted the additional life under this bill 
which allows them to pay slightly less depreciation each year, then 
they will better be in a position to have the economic feasibility 
determinations made by Maritime which will allow them to go ahead 
with the building of the ships. So that, to answer your first question, 











32 EXTENDING STATUTORY LIFE OF CERTAIN VESSELS 


because it will be easier for the economic feasibility determinations 
to be made under this bill, it is our belief that there will be more ships 
built in a given period than there would be if the bill were not passed. 

Mr. ZeLEnxKo. In other words, now there is a slump in shipbuilding. 
There is a lack of money. The finanical position is not as strong, let 
us Say, as it was a few years ago, which causes these various companies 
to urge the passage of this legislation. There is a weak money posi- 
tion from the company standpoint and for many reasons there is a 
mg shipbuilding. 

Some people, including some of my colleagues, say, “This will retard 
the building of ships.” 

You people feel that it will speed up the building of ships. 

Even in this new legislation, as we read yesterday, there are a num- 
ber of provisions relating to adjustments. If a ship is going to be re- 
placed before 20 years, it is adjusted. 

This may be the most foolish thing you ever heard. 

Mr. Kixxierer. I should doubt that. 

Mr. ZeLtenKko. But suppose we leave it at 20 years and reduce the 
5 percent to 4 percent and at the 20th year you would have a big adjust- 
ment tomake. In other words, it would not decrease 1 percent a year 
except, let us say, that for 20 years it would be 4 percent instead of 5, 
That would leave you with 20 percent at the end of the 20th year. 
We would leave the time element alone but reduce the percentage from 
5 to 4 percent. 

I do not know what the effect of that would be, but the argument as 
to whether the length of time would increase or decrease the building 
of ships would be eliminated. 

I do not know whether this would create great problems or solve it. 
As long as the bill provides for adjustment, you might as well have 
an adjustment at the end of 20 years. 

This came out of left field to me in an attempt to reconcile the time 
period. I do not know how it would work out. I do not want to 
take your time or mine on it. 

The Cuatrman. Let me ask a question and get myself clear on what 
you are suggesting. 

At the present budget schedule, how would the proposal that you 
are talking about help the situation when the budget does not put 
any money in? The companies, as I understand, have signed con- 
tracts for the replacement of ships. 

Mr. ZeLtenKo. For 20 years up to now. 

The Cuatrman. The only reason that the full program is not car- 
ried out is that the money is not budgeted for the Federal Govern- 
ment’s part. 

Mr. Zetenxo. Mr. Chairman, I do not say that that is a firm pro- 

osal, 

The Cuarrman. The Maritime Board is having to extend the life 
now of certain ships for operating subsidy purposes; is that right, Mr. 
Witness? 

Mr. Kitierer. That is correct, Mr. Chairman. 

Mr. ZeLen«Ko. I say that I do not urge this idea. 

The big thing here is reducing it from 5 to 4 percent at the present 
time. If they did not have any trouble moneywise, there would be no 
need for the legislation, from the way I see it. 
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Mr. Kituerer. Mr. Zelenko, I am not qualified to make suggestions 
from an accounting point of view. 

Mr. ZELENKO. ‘Lhe time proposition seems to be a bone of conten- 
tion but apparently going from 5 to 4 percent might help the com- 
panies and might take away the argument that it would either increase 
or decrease the building of ships. I am wondering whether we can 
reduce the 5 percent to 4 percent now. They could work that out 
tax wise, too. 

Mr. Kitterer. From an accounting point of view, I am not qualified 
to say whether or not that would be practicable or not, although I 
would have doubts. I would only suggest that to do that you might 
prejudge at this time what market conditions and interest rates would 
be over the next 20 years. 

Mr. ZELENKO. Suppose we forget all this and we can think this 
over in the future. 

When I prefaced my remarks, I said that I did not think anything 
of it. I was thinking perhaps that the 20-year period could remain 
and we could work out something that would satisfy the people who 
feel that making it 25 years would delay the building of these ships. 

I yield back the floor at this time, Mr. Chairman. 

The Cuarman. Mr. Tollefson. 

Mr. TotiErson. Just as a matter of information, if you can supply 
it, what is the average life of a ship, for financing purposes, of your 
foreign competitors ¢ 

Mr. Kitterer. That depends very much on the trade and I am not 
certain whether we have those figures this morning or not. We do 
have that included as one of the subjects in our presentation and Mr. 
Purdon had planned to cover it. 

Mr. ZELENKO (presiding). Will the gentleman yield for a minute? 

Mr. Totierson. Yes. 

Mr. ZELENKO. My point would be, instead of reducing it to 4 per- 
cent, if we increased the depreciation rate up to 6 percent but kept the 
20-year period, that would help you taxwise. It is clearer to me now. 

If we reduced the percentage it would not help the companies tax- 
wise because they would get less depreciation but, if we let them de- 
preciate faster and let everything else remain at 20 years, that might 
solve the problem. 

Now, Iam only 20 feet under water instead of 18. 

Mr. Totterson. [am right there with you. 

Now, as I understand Mr. Killefer’s statement, the problem of 
financing the debt is your major financial problem. 

Mr. Kitterer. That is correct, Mr. Tollefson. 

Mr. Totuerson. In other words, the primary objective of this bill 
is to relieve the industry of this debt financing problem; but, as I 
understand the testimony of yourself and Mr. Stakem yesterday, this 
relief will not cost the Federal Government anything and conceivably 
could be advantageous to the Government. 

Mr. Kitierer. That is also correct, without question. 

Mr. Totierson. Maybe I should have asked this question of Mr, 
Stakem when he was here yesterday. 

We keep hearing about this economic feasibility thing. If you 
know, does the Maritime Board determine economic feasibility, ship 
by ship, or do they look at the entire operation of an individual 
company ¢ 
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Mr. Kiuterer. At the present time, that is one of the main points 
covered in a revised procedure for determining economic feasibility 
which the Maritime Administration is considering and has not yet 
adopted; and I think if Mr. Stakem were here and were asked that 
question, he would reply that they have not yet decided whether to 
do it on an overall fleet basis or on the basis of the particular ship or 
group of ships to be replaced at a specific time. 

Mr. Totiterson. Do you know what the practice has been in the 
past ¢ 

Mr. Kuterer. In the past, it has gone on the basis of the particular 
operation that is being replaced at that time. 

Mr. Totierson. In considering economic feasibility, it is under- 
standable that they should take into consideration the profit prospects 
of the operator. That involves a percentage figure sometimes. 

Do you know whether or not the Maritime has a percentage of 
profits figure ? 

For an operation to be economically feasible, what do they make? 
Is it 4 percent on their money or 5 percent or 6 percent or what ? 

Mr. Kituerer. I think they have been quite anxious not to be ham- 
pered by a rigid single percentage figure because in one set of circum- 
stances in 1953 you may have market conditions where 4, 5, 8 percent 
would be satisfactory; but when you came to 1965, if you were held 
by that same figure, you might find that, in fact, it was not economi- 
cally feasible. 

Mr. Totterson. This perhaps is not the place to discuss this subject 
but the word was mentioned and I had some questions in mind that 
I thought I would ask. 

That is all, Mr. Chairman. 

Mr. ZetenKo. Mr. Downing. 

Mr. Downtna. I have no questions, Mr. Chairman. 

Mr. ZeLenko. Mr. Ray. 

Mr. Ray. Ihave no questions. 

Mr. ZetenKo. Mr. Casey. 

Mr. Casey. I have tried to find out what is wrong with this bill 
and I have not found it yet. There might be something which might 
be objectionable to someone. 

If you stretch this 5 years, the shipowner is going to have to pay 
more interest, is he not ? 

Mr. Kituerer. That is correct. 

Mr. Casey. If you pay a debt off in 20 years, you are naturally going 
to pay less interest than in 25. 

Mr. Kiuuerer. If the rates of interest were the same, that would 
be correct. 

Mr. Casey. But the shipowners feel that that is to their advantage 
in order to stretch the principal payments that much longer. 

Mr. Kirierer. That is correct, because it means a more than com- 
mensurate reduction in the amount of depreciation that you take each 
year on the vessel so that the possibility of your earning enough to 
cover your depreciation on the ship over 25 years is much better than 
your possibility of being able to cover depreciation by your earnings 
this year if you have to write the ship off in 20 years. 

Mr. Casey. Let me ask you this: Do I understand correctly that 
you are also required to make a deposit for replacement, to keep up 
a fund for replacement of the vessel / 
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Mr. Kitterer. That is correct, Mr. Casey. 

Mr. Casey. In other words, that would be reduced also. Your obli- 
gation in that respect would be reduced. Instead of putting in one- 
twentieth you would put in one twenty-fifth in that reserve fund dur- 
ing the life of the ship; is that correct ? 

Mr. Kitierer. That is correct, but there are also provisions in the 
act for voluntary deposits that perh: ups it would be better for me to 
let the other witnesses who have prepared a presentation on that go 
into, but there is provision for greater deposits to be made whenever 

earnings permit them to be made. 

Mr. Casey. Then, in figuring the recapture for the Government 
subsidy on operating subsidy, as I understand it, when the net profit 
exceeds 10 percent then recapture cuts in? 

Mr. Kitierer. True. 

Mr. Casey. Your 10-percent profit is only figured after you make 
your deposit in your replacement fund, is that correct; and your 
mortgage pay ment and interest payments / 

Mr. Kinterer. Yes; that is correct. 

Mr. Casey. So that there would be a possibility of an increase in 
the amount of recapture by the Federal Government; is that right 

Mr. Kiiterer. I believe that would be correct, sir. 

Mr. Casey. Now then, if we leave it at 20 years—in 20 years you 
should have your replacement fund at full capacity and your depre- 
ciation all written off, your mortgage paid off. 

Then if they extend the life of that ship—in other words, give you 
permission not to replace it for another 5 years—your net profits 
would rise considerably then, would they not ? 

Mr. Kitierer. No, Mr. Casey. If you will permit me, the example 
you gave assumes that you are able to and do from earnings each 
year ‘during the 20 years go ahead and pay your depreciation on the 
vessel so that it can be retired at the end of 20 years and then that the 
life of it is extended on. 

What our testimony will show this morning, I think, conclusively 
to you, is that the operators are not able to earn the depreciation on 
these new ships that cost 414 to 514 times what ships cost 15 or 20 
years ago and it is because of the high capital costs, the tremendous 
investment in these ships, that you have to get back through earnings 
by your depreciation payments made each year to replace those ships 
at the end of their life. 

Mr. Casey. Right there, are we getting at the real problem? Do 
they threaten to “cut off your subsidy if you do not keep up these 
reserve funds and make these depreciation payments or calculate that 
and earn enough to do that? Do they threaten to cut off your sub- 
sidy ? 

Mr. Kirxerer. The point is that, if you do not make your pay- 
ments into the reserve fund, you will not have sufficient funds to re- 
place the ship at the end of its useful life and, therefore, you would 
not have a vessel on which operating differential subsidy could be 
paid. 

So, in short, the answer to your question is “Yes,” it would even- 
tually result in no subsidy. 

Mr. Casey. What I mean is, are you required by the Maritime Ad- 
ministration or by law to keep this reserve fund ? 
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Mr. Kitierer. Or by statute. 

Mr. Casey. By the statute. All right. 

If you fail to make the proper payment into that each year, what 
does the Maritime Administration do? In other words, do they say, 
“Either bring this fund up to date or we will cut off your subsidy”? 

Mr. Kitierer. You are obliged to keep it up to date. 

Mr. Casgy. You just said the trouble was that some were not keep- 
ingthemup. I want to know what they do. 

Mr. Kinierer. No one, so far as I know, is in default on their re- 
serve funds. 

I did not mean to suggest that, because the contrary is true; but, 
if an operator were to fail to make his depreciation payments, my 
understanding is that there would be no subsidy paid him. 

Mr. Casey. All right. Now I am back to our original proposition. 
You keep up your reserve fund payments for replacement for 20 
years and then they say, “This Mariner is good for another 5 years. 
We are not going to make you replace it for 5 more years.” You 
could no longer charge against the profit any more deposits for 
reserve fund because that has been completed. The ship has been 
theoretically depreciated. There is no more depreciation so that your 
net profits would really rise in that 5-year period, would they not? 

Mr. Kiuterer. If you write off your ship in 20 years and then ex- 
tend the life. 

Mr. Casey. Is that not what you are doing now ? 

Mr. Kitierer. Yes, but we have not yet paid off the costs of any 
ships that cost as much as these. 

Mr. Casry. I am looking at this Mariner that was delivered since 
1950. Suppose it was delivered January 3, 1950? On January 3, 
1970, if everything goes right, it is written off. 

Mr. Kiiierer. As the law stands now, that is correct. 

Mr. Casey. When you reach that point your net operating profits 
are going to jump because you have no more mortgage payments, no 
more depreciation, is that right ? 

Mr. Kinierer. On the example you used, yes, sir, that is correct. 

Mr. Casey. Is not one of the reasons you want this that, because 
of the increased improvement on these vessels, you do not. want to get 
knocked in the head at the end of that 20 year period by getting 
thrown in a high tax bracket? You would rather spread it over a 
25-year period. Would it have that advantage? 

Mr. Kuixerer. It would have that effect. 

Mr. Casey. I am not criticizing you for wanting it. 

Mr. Kitierer. I understand, but that is not the object of the bill. 

Under the example you put, the effect would be that your profits for 
the 5 years after 20 years would be increased. 

Mr. Casey. Of course, with our accelerated scale of taxes, instead 
of spreading it more evenly you will get really whammed at the end 
of 20 years on that. 

Also there would be a real jump in the recapture, would there not? 

Mr. Kitierer. That is also true. 

Mr. Casry. Under that situation, have you made any comparison 
from the Government’s standpoint as to whether it would make any 
material difference on the recapture provision? In other words, dur- 
ing that 5 years, would we not recapture more than we would possibly 
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spreading it over 25 years? Of course, I know that every operating 
condition is different. It would depend on how successful the opera- 
tion is. 

Mr. Kiiuerer. The answer is, Mr. Casey, that we have not done 
that. If you will permit me to say so, I think it would be unrealistic 
to assume the example you suggest because it has never been contem- 
plated that it would be done on that basis and we have not prepared 
figures on that basis, no. 

Mr. Casry. That is what could happen, is it not? Your taxes 
would jump tremendously after all your depreciation is written off 
and all of your mortgage paid off. In other words, there you are 
sitting with a ship that is good for at least 5 more years with no 
charges against it w hatsoever. 

I have no more questions. 

Mr. ZELENKO. Are there any questions? 

Mr. Pelly ? 

Mr. Petty. Just pursuing one item which Mr, Casey mentioned, 
I think he has indicated that he thought that on the 25-year basis you 
would pay more interest than you would on a 20-year basis. That 
would only go on an assumption that you are going to pay your 
mortgage off in 25 years instead of 20 years but there would be noth- 
ing under this legislation which would prevent you from paying off 
your cost in 20 years, would there ? 

Mr. Kitierer. That is right, Mr. Pelly, and I should have sug- 
gested that in answer to his question. 

Mr. Petty. What is more, you would be in a better position to do 
so because you would have more money to do it with because you 
would not be charging off so much depreciation. 

Mr. Kiiierer. True. 

Mr. Petiy. I would like to just get your view on one particular 
subject. That is, actually how does this legislation conform with 
experience on the useful lives of ships? In other words, is it not true 
that, by various types of vessels, the useful life of a ship varies very 
considerably ? 

In one type of ship, it will be 25 years and in another it will not 
even be 20. 

Mr. Kitierer. Yes, Mr. Pelly, but on ships that have been built 
since the war, our technical people, and it is also true of those at Mari- 
time, are absolutely convinced and we will have technical men here 
this morning to talk about the actual economic life and the efficiency 
of a ship as it approaches 20, 25, or 30 years. 

In short answer, “Yes.” 

Mr. Petiy. That is the thing I want to get at because I cannot 
see that there is any purpose | served in passing legislation to try to 
give a 25-year life to a ship if it only has 20 or vice versa. 

Mr. Kuxerer. I will agree, but I think you will be convinced after 
you hear the testimony that that is not the case. 

Mr. Petty. Now we are getting some place. I will wait, then, to 
listen to the technical people. 

Mr. ZeLenKo. I was confused earlier when I had the discussions 
with you because, ordinarily, outside of the Maritime field, when you 
talk of depreciation it is just a bookkeeping proposition where they 
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write off a certain percentage each year without the requirement of 
having to put money aside, 

Now, I did something drastic just now. I read the act. Now I see 
that, when you charge depreciation off, what it means is that you have 
to take that amount of money and put it in the pot some place and 
get interest on it in some way so that, if you reduce the amount, then 
you would have so much more money to play with. Then we were 
looking at the difference between straight line depreciation and “as 
authorized by the act.” “As authorized by the act” means that, if you 
lose money one year, the following year or the following subsequent 
years you make up the difference. It is complicated. I would sug- 
gest most respectfully to my colleagues that this looks like a very 
technical tax proposition and we may be going into the field of taxes 
without getting the answers to some of our questions. 

I read Mr. Stakem’s test imony just now and he gives the conclusions 
as to why the Maritime Board 1s in favor of this. I have no personal 
opinion on it. 

I would suggest to the committee that, if we have a financial officer 
of the Maritime Board before us either today or at the next hearing 
who can put up on a blackboard the difference between the percentages 
and what the effect would be on the Government and explain some sof 
these financial terms, it would assist me. 

I do not know how the rest of the committee feels. We do not have 
any such person listed on our list of witnesses. 

Mr. Cassy. Mr. Chairman, let me say that every case, every line is 
going to be different. You could have more combinations of figures 
on a proposition like that than you would in a deck of cards. 

Mr. ZeLENKO. What I meant was that, just on the bold figures of 
Lb mentioned in the propassn legislation, the difference, let 

us say, between 20 years and 25 years, 4 percent, 5 percent, straight 
line depreciation and as authorized by the act, I for one would like 
some definitive testimony on it from an expert, and I would suggest to 
the committee that we do have somebody from the Maritime Board. 

I will ask Mr. Bonner that sometime during the course of these 
hearings we have somebody to give us that information. 

I think it is quite involved, Mr. Pelly. 

That has nothing to do with the proposition, Mr. Pelly, of the 
wearing out of the ships. 

Mr. Petty. I understand exactly what you are referring to. In 
taxes you get into a difficult field. 

Mr. ZetenKo. We are not going to legislate on taxes but I would 
like to know the meaning of these things. 

Does anybody have any further questions ? 

Thank you very much. 

Mr. Kitierer. Thank you. 

Mr. Zecenko. Mr. Alexander Purdon is the next witness. 
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STATEMENTS OF ALEXANDER PURDON, VICE PRESIDENT, UNITED 
STATES LINES CO.; BURKE G. PIPER, VICE PRESIDENT AND 
TREASURER, GRACE LINE; WILLIAM J. DORMAN, VICE PRESI- 
DENT-TECHNICAL, AMERICAN EXPORT LINES; AND IRA EWERS, 
COUNSEL, VESSEL REPLACEMENT COMMITTEE, COMMITTEE OF 
AMERICAN STEAMSHIP LINES 


Mr. ZecenKo. Mr. Purdon, would yon be good enough to give your 
name, title, and occupation to the secretary / 

Mr. Purvon. Mr. Chairman and members of the committee, my 
name is Alexander Purdon. I am a vice president of United States 
Lines Co. I am appearing as a member of the Vessel Replacement 
Committee of the Committee of American Steamship Lines to support 
the extended life provisions of H.R. 10646. 

Mr. ZELENKO. Do you have a prepared statement? 

Mr. Purpon. Yes. With your permission, I would like to have 
with me Mr. Burke Piper, on my immediate right, who is vice presi- 
dent and treasurer of Grace Line. He will discuss, following my re- 

marks, the financial implications of the bill. 

Mr. William Dorman, on my far right, is vice president-technical 
of American Export Lines. He is also a naval architect and he will 
make a statement on the technical questions, and Mr, Ira Ewers, whom 
I would like to have seated on my left, is serving as counsel to our 
Vessel Replacement Committee. 

I would suggest, Mr. Chairman, with your indulgence, that we be 
permitted to go through three complementary prepared statements 
and then receive questions on, you might say, the package testimony, 
because you might ask me a question which a succeeding witness is 
going to answer; but I will leave that to your judgment. 

Mr. Zetenko. You proceed in any way that you feel will give you 
the best presentation. 

Mr. Purpvon. Thank you, Mr. Chairman. 

The Committee of American Steamship Lines is comprised of all 
the companies holding operating-differential agreements with the 
Federal Maritime Board. ‘These agreements include obligations to re- 
place their ships in accordance with a predetermined schedule. Since 
this involves an investment by our lines estimated at about $214 bil- 
lion over the next 10 to 15 years it is natural that the companies have 
devoted so much time and effort to these problems. 

I might add that your committee has been very patient and co- 

ge aghy as we brought to you suggestions for removing the road- 
ocks we have encountered as the vessel replacement program moved 
forward. 

Many of these roadblocks developed as a result of the transition 
from Government to private and public financing. This was a new 
area for the operators, the Government and the financial community. 
It was not surprising therefore that we have had to appeal to this 
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committee on several occasions to correct or clarify the 1936 act so 
as to make the replacement program under private financing more 
practicable. For the time being we seem to have corrected the most 
obvious defects in this area. 

Although we have succeeded in facilitating private financing we 
must now come to grips with a more basic problem. Under the 
operating subsidy agreements we are committed to build new ships 
costing us about five times the acquisition cost of their predecessors 
but with only moderate increases in earning capability. 

The bulk of our replacements will be at new high pee levels yet 
in a period when the world supply of ships so far exceeds demand that 
fierce, competitive pressures are forcing freight revenues downward 
at the present time. 

So long as this situation prevails freight revenues cannot be ex- 
pected to improve anfiicientty to support adequately the increased 
capital investment required for new ships on a 20-year life basis, 

Assuming full parity between U.S. and foreign shipbuilding prices 
we still have the 5 to 1 ratio in acquisition costs. Prospects for freight 
revenues are not, however, expected to improve proportionately in the 
immediate future, therefore other steps must be taken to make the 
replacement program economically feasible. 

Under title V of the 1936 act the Maritime Board must find that 
the ships for which it authorizes construction subsidy to the shipyards 
are economically feasible. 

Under title XI of the act the Secretary of Commerce must conclude 
that the construction program for which he authorizes mortgage in- 
surance is economically sound. 

Under any circumstances management is responsible for the eco- 
nomic soundness of programs it initiates. 

Considering all of these factors our companies after careful research 
and long deliberation have concluded that a longer period of amortiza- 
tion is required to meet the problems of debt service and capital re- 
covery. 

Without extended vessel life, the Department of Commerce and 
the Federal Maritime Board may in certain cases be unable to make 
the determinations of “economic feasibility” or “economic soundness” 
with which they are charged. If they cannot make such determina- 
tions the replacement program may in some instances be blocked or at 
least delayed. 

I would interject here that that, of course, would be a bad thing for 
the shipyards of the United States because their best hope for a steady 
workload in the future lies in the vessel replacement programs of the 
subsidized lines. 

Bear in mind that the bill does not modify the contractual replace- 
ment obligations of the lines. As we have repeatedly said, we are 
prepared to move ahead with our contractual commitments. How- 
ever, commonsense dictates that neither industry nor Government 
should build into bankruptcy. Passage of this legislation will not 
reduce our overall replacement goals but it will make them more 
attainable. 

It is our belief that adoption of the extended vessel life concept will 
ultimately produce more rather than less shipbuilding because it will 
enable the companies to go farther with replacements than will be 
possible under the present 20-year life. 
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Basically we propose to extend the statutory life of postwar vessels 
from 20 to 25 years and to make enabling amendments in appropriate 
sections of the 1936 act affecting depreciation and debt service require- 
ments. The effects of this extended vessel life would be applied from 
January 1,1960. There would be no retroactive adjustments. 

Actually the bill as introduced goes farther than our current pro- 

sals. 

Essentially we now propose varying treatments as follows for two 
categories of vessels owned or to be built by companies holding operat- 
ing differential subsidy agreements. CASL’s position is expressed 

oe on behalf of the subsidized operators, as follows: 

(a) Newly constructed vessels delivered by the builder after Janu- 
ary 1, 1960, should have a statutory life of 25 years with collateral 
amendments to the act. 

(6) Vessels delivered by the builder after January 1, 1946, and 
before January 1, 1960, should have a statutory 25-year life with col- 
lateral amendments to the act but adjustments in depreciation de- 
posits should not be retroactive. Provision should be made in this 
group to extend existing mortgages to 25 years with exceptions for 

vessels under private mortgage to the extent the mortgagee 1s willing. 

Let us turn now to the practical considerations. 

There is nothing sacrosanct about the existing statutory 20 years 
life applied to liner vessels. Under Maritime’s current program some 
of our ships will be replaced in advance of 20 years, some of them are 
being replaced at 15 years, with a maximum age of 29 years. ‘This 
spread provides flexibility and is obviously necessary and required by 
the Federal Maritime Board to avoid block obsolescence and block 
replacement. 

As Mr. Stakem pointed out yesterday, if we did not do this we would 
be replacing all of the ships at their 20th birthday within the short 
span of about 4 years. 

A vessel is not obsolete merely because it has passed its 20th birth- 
day. Obsolescence is relative. A guided missile may be obsolete be- 
fore it is fired. Vessels become obsolete only as new and superior 
vessels are introduced which make existing types uneconomical. 

Since ours is a long range and progressive replacement program, 
improvements in technology or even breakthroughs in propulsion are 
and will continue to be incorporated as they are dev eloped and proved. 

Our technical experts are convinced that liner ships delivered subse- 
quent to January 1, 1946, will be able to operate competitively for at 
least 25 years. And I would call to the attention of the committee 
that I am emphasizing liner ships because we recognize, as was 
brought out by questions from the committee yesterday, that tankers 
are a different situation, so that we are not directing our attention 
here to tankers and we would be happy to have you recognize that we 
are excluding tankers from consideration here and I believe testimony 
will be presented later to support that. 

In support of their position, our technical experts cite: 

1. Superior materials. 

2. Improved design and production methods. 

3. Better supervision and inspection. 

4. Improved craftsmanship. 











42 EXTENDING STATUTORY LIFE OF CERTAIN VESSELS 


And for the most part these ships have been under owner operation 
from time of delivery and therefore we have better maintenance and 
repair. 

There can be no dispute therefore that in a technical sense the 
extended vessel life for liners is fully justifiable. 

As to economic life, consideration must be given to the fact that 
the ships we are now building and many we are now operating, includ- 
ing the Mariners, are among ‘the very finest in the world. 

Our new designs incorporate many technical improvements sur- 
passing most foreign ships. 

Among these are: 

(a) Speeds in excess of existing competitive requirements, 

(6) Improved cargo handling. 

(c) Specialized facilities for bulk, liquid, refrigerated and pack- 
aged cargoes. 

In summary, we believe that extension of vessel life as here proposed 
is practical and necessary. 

It involves no additional financial burden to Government. On the 
contrary, it is our belief that it reduces the Government’s risk. 

It also gives the operator a longer period in which to recover high 

capital costs and by lessening debt service enhances the ability of our 
segment of the industry to complete long-range, contractual ship re- 
placement programs. And I would note ‘here that our segment of the 
industry, meaning the subsidized operators, is the only segment that 
has a contractual replacement program. 

We propose the adoption of a statutory 25-year life for post-World 
War II liner vessels, that is, those delivered by the builder after 
January 1, 1946. 

Adoption of this principle will further assure that the biggest 
peacetime replacement program in our Nation’s history will not be 
such a crushing financial burden that it may be self-defeating. 

We do not agree with the proposal of the Federal Maritime Board 
that the amendments should apply a 25-year life only to vessels de- 
livered after January 1, 1950. While it is not true, as Mr. Stakem 
said, that ships delivered after January 1, 1950, include the most mod- 
ern passenger vessels in our fleet, the Mariners and our latest freighter 
designs, it is our contention that ships delivered in the period between 
January 1, 1946, and January 1, 1950, should also be included in the 

25-year life concept. We selected the date of January 1, 1946, as being 
an appropriate postwar dividing line which justifies a differentiation 
in the economical useful life of the ships in our fleet. There is no 
question that ships delivered prior to that date saw hard service. 
Hewever, while ships delivered after January 1, 1946, may in some 

cases have been built under wartime conditions, they did not see war 
aoaheni Ships delivered by the builders after January 1, 1946, were, 
for the most part, delivered directly to owner and have benefited from 
peacetime maintenance and repair. These ships were generally better 
built, better maintained, and om ienced less stress in service than 
those delivered prior to January 1, 1946. 

Included in this group of ships between the dates 1946 and 1950 
are the combination ships of the Mississippi Shipping Co. A separate 
statement will be submitted by that company to demonstrate why they 
should be granted a 25-year life. 
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Similarly a statement is being submitted on behalf of the American 
President Lines justifying a 25-year life concept on their postwar 
passenger ships. 

And I am just advised that Moore-McCormack Lines will submit 
a further statement in support of a 25-year life for the ships in their 
fleet which fall between these dates. 

Now, of course, selection of any date for beginning a 25-year life 

concept is obviously a matter of judgment. It is our judgment that 
after January 1, 1946, is the most appropriate date. 

For these reasons we support the basic concept of H.R. 10646 and 
urge its adoption amended in accordance with Maritime’s proposals 
and our amendments. 

I assume, Mr. Chairman, that the committee has before it the 
amendments we now propose. 

Mr. ZeLeENKO. We have. 

Does that conclude your statement, Mr. Purdon ? 

Mr. Purvon. Yes, sir. 

I would like to talk to the amendments after Mr. Piper and Mr. 
Dorman testify. 

Mr. ZeLeNKO. Before Mr. Piper goes ahead perhaps some members 
of the committee would like to question you. 

Mr. Tollefson ? 

Mr. TotieFrson. Mr. Chairman. 

Did I understand, Mr. Purdon, that your proposal was that all 
three of you submit your statements before we question any one of 
you ¢ 

Mr. Purpvon. It was a request, Mr. Tollefson, because I thought 
that you might address some questions to me whic h, frankly, I would 
have trouble with and, if we hear the other two experts, it would re- 
lieve the burden on me and make perhaps a more comprehensive 
presentation. 

Mr. Zetenko. My idea was that you have two technical experts with 
you to answer technical questions and it may be that the time they 
would take to read their direct statements might eliminate the possi- 
bility of the committee questioning. 

We want to give you all the time possible and, if it meets with your 
approval, perhi ups your two associates might best present the technical 
and financial evidence through questions, 

If that meets your approv al, we can goahead. Otherwise we might 
not have time to finish the presentation. 

Mr. Purpon. Mr. Chairman, we are at your disposal. Any way 
that the committee feels it is better to proceed is all right with us. 

Mr. ZELENKO. How does the committee feel ? 

Mr. 'Totterson. Are they long statements ? 

Mr. Purvon. They are quite short. 

Mr. Prrer. Mine is five pages. 

Mr. Totterson. I thought those statements might answer the 
questions. 

Mr. Downtna. Mr. Chairman, I suggest that they go ahead with 
the statements. 

Mr. Zetenxo. Allright. Proceed. 

Mr. Preer. My name is Burke G. Piper and I am vice president and 
treasurer of Grace Line, Inc. Today I appear before you as chair- 
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man of the finance committee of the Committee of American Steam- 
ship Lines in support of H.R. 10646. 

The subsidized American-flag operators have for some time been 
engaged in a severe struggle for survival against determined low-cost, 
foreign competition as shown by recent sharp reductions in industry 
earnings. There now exists a worldwide imbalance of shipping ca- 
pacity “to available ‘argo. Further, a noticeable reduction in com- 
mercial exports of the United States and the growing competitive im- 
pact of foreign economies on our postwar markets abroad have aggra- 
vated the effect of this world situation on American- -flag carriers. 

Despite this situation, most. American-flag operators have begun 
their vessel replacement programs as required under their operating- 
differential subsidy contracts. The replacement program provided 
for under these contracts, which calls for the construction of areca 
mately 275 vessels at an "estimated cost to the operators of some $2.5 
billion, is the costliest capital investment in their history, and veflektn 
the sharp i increase in shipbuilding costs which have continued to rise 
since World War II. 

Current studies by the various American-flag operators, however, 
raise serious doubts as to their ability to support the financial burden 
of high cost replacement. vessels based on the present statutory 20- 
year vessel life. This is too short a period within which to recover 
the high capital costs and to meet the related high fixed debt service 
charges. 

The gravity of the situation was demonstrated by data recently 
furnished your committee by Mr. Frank A. Nemec in his testimony on 
behalf of the Committee of American Steamship Lines regarding 
H.R. 10644 which would eliminate the 5 percent construction-subsidy 
limitation. As pointed out by Mr. Nemec, in recent years, which have 
included some of the most prosperous ye: ws in the American merchant 
marine, the combined earnings of all subsidized American-flag op- 
erators did not equal incremental depreciation on estimated replace- 
ment costs as shown by the following table: 








1956 1957 
Total combined net income after taxes for all subsidized opera ete GU salid $73, 599, 000 $70, 690, 000 
Less additional depreciation on estimated replacement cost (5 times aequisi- 
tion cost of present fleet) pahnebstbauebeaigeaws teeceud ‘ ---| 116,977,000 143, 060, 000 





Net erosion of shipping capital.......................--....----.. more red 43, 378, 000 72, 370, 000 


In other words, as you can see from the table, the entire group of 
subsidized American-flag operators failed by some $43 million in 
1956 and by $72 million in 1957 to accumulate a pro rata share, on a 
20-year life basis, of the funds needed to build replacements for the 
vessels then being operated. 

As you undoubtedly are aware, a Government-sponsored study 
group recently came forth in the Walrus report with recommendations 
calling for the construction of faster liner ships with more elaborate 

argo- “handling equipment. While it is contended that the higher 
cost of these vessels would be offset by reductions in operating costs, 
the fact remains that the higher initial capital investment required 
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for such vessels will tend to aggravate still further the problem with 
respect to capital recovery and debt servicing under the statutory 20- 
year life for vessels. 

" An extensive review of the current and prospective conditions de- 
scribed above, has led the members of the Committee of American 
Steamship Lines to the conclusion that in order to adequately finance 
these vessels their statutory life should be increased from 20 years to 
25 years. This extension is more in line with their true economic 
usefulness and in accord with the fundamental accounting concept of 
depreciating an asset over its economic life. This extension will pro- 
vide significant relief to the operators in the form of reduced fixed 
debt service charges, which, once the debt is incurred, must be met 
year in and year out regardless of operating profits in order to avoid 
default and loss of the vessel. 

The following table indicates the effect on the total fixed debt serv- 
ice charges of the subsidized lines by increasing the statutory life to 
25 years, assuming cash downpayments of about $650 million and total 
borrowings for the entire vessel replacement program of $2 billion 
and an average interest rate (including mortgage insurance premiums) 
of 514 percent: 























20-year life | 25-year life 
ir ere tn ~ 
Total Annual Total Annual 
average average 
lh headhtahsdika ded etlaeed dice 7 — sai, | ‘ an Siahh ieee 
Devt repayments... ......5 cilia due $2, 000, 000, 000 $100, 000, 000 | $2, 000, 000, 000 $80, 000, 000 
Interest payments..........-.---..- 1, 155, 000, 000 57, 750, 000 | 1, 430, 000, 000 | 57, 200, 000 
Total fixed debt service charges. _|............-.-- | 157, 750, 000 | ins Sled dad ela | 137, 200, 000 
i 





As can be seen from the above table, the annual average funds re- 
quired to be generated each year over the 20- or 25-year life span of the 
vessels concerned to meet fixed-debt service charges would be reduced 
by about $20 million per year for the industry as a whole, under a 25- 
year statutory life. 

This computation, of course, is not precise but does indicate the im- 
rene of this issue to our companies. In any event, in times of pro- 

onged financial stress and difficult competitive conditions the reduc- 
tion in the fixed debt service charges could very well spell the differ- 
ence between financial disaster and continued operations of the Amer- 
ican merchant marine. 

As stated previously, if an operator cannot meet its fixed debt 
charges, the debt is in default and the vessel or vessels and conceivably 
other assets could be taken from the operator to satisfy the lenders. 

Further, to the extent that the corporate assets do not satisfy the 
debts, the United States would be called upon to satisfy the mortgage 
guarantees. In the event defaults do not occur and even if the opera- 
tor is not completely bankrupt, his replacement program would un- 
doubtedly come to a halt as the Maritime Administration would not 
be able to make the necessary findings as to the economic justification 
for additional vessels. 

Moreover, as defaults occurred and still others appeared imminent, 
the entire replacement program would probably fall into disrepute 
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with the capital markets. Private investors would not be willing to 
lend funds to finance the replacement vessels even if the Gov ernment 
were willing to participate through construction subsidies, and title 
XI insurance. Lenders do not want their investment programs tobe | 
disrupted through premature termination of the loans and further it | 
is distasteful to the lenders to have to proceed against the Government 
to recover their funds. 

Since most, if not all, of these borrowings will undoubtedly be in- 
sured under title XI of the Merchant Marine Act of 1936, the passage 
of the bill, as amended, would increase flexibility and lessen the Gov- 
ernment’s risk of loss by improving the ability of the operators to meet | 
their debt payments. The extension of the term of mortgage guaran- | 
tees to 25 years does not increase the exposure of the U nited States 
since, under favorable conditions, operators will undoubtedly prepay 
mortgage notes thereby, in fact, lessening the risk of the Government. 
Irrespective of the financial responsibility of the Government regard- 
ing these loans, however, it seems clear that the continued maintenance 
of a financially sound merchant marine is essential to the national 
welfare. 

In conclusion, we believe that the extension of the statutory life of 
the subsidized vessels, which appears so vital and necessary, would ac- 
tually only grant to the shipping industry the right enjoyed by the 
majority of American industries, that is, the opportunity to recover 
capital expenditures over the full economic life of the investment. 

For these reasons, the Committee of American Steamship Lines 
respectfully urges the passage of the bill as amended. 

Mr. ZeLenKo. The next witness may continue. 


STATEMENT OF WILLIAM J. DORMAN, VICE PRESIDENT, TECHNI- 
CAL, OF AMERICAN EXPORT LINES, INC.—Resumed 

















Mr. Dorman. My name is William J. Dorman. I am vice president, 
technical, of American Export Lines, Inc., and I appear before you 
as a member of the technical committee of the Committee of American 
Steamship Lines. I am a naval architect, a graduate of Webb Insti- 
tute of Naval Architecture and a member of the Society of Naval 
Architects and Marine Engineers. My entire professional career has 
been spent in ship design and technical work, including maintenance, 
repair, and survey wor k on both U.S. and foreign-flag ‘vessels. 

My company, American Export Lines, Inc., strongly urges the 
passage of bill H.R. 10646 for the reasons already stated by Mr. Purdon 
and Mr. Piper, and also because we believe it is perfectly practicable 
in the technical sense. 

I feel entirely confident in saying that vessels built in this country 
since January 1, 1946, or to be built i in the current and future ship- 
building programs, can be operated economically, efficiently, and com- 
petitively for a 25-year life period without a disproportionate increase 
in maintenance and repair costs. 

In my opinion, we can expect relatively higher annual maintenance 
and repair costs on those vessels built during or immediately prior to 
World War II which, because of Federal budget limitations on the 
ship replacement program, must operate bey ond the present 20-year 
statutory limit. However, in relation to the extended life of these 
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ships, the higher costs may still be regarded as reasonable and, in my 

judgment, it is entirely practicable and economical to maintain their 
Leamorthinens and competitive status over a 25-year life span, vis-a-vis 
a 20-year life. 

I would like to repeat that in the case of vessels built since World 
War II, the extension of their statutory life should not increase the 
average annual maintenance and repair bill. It is quite possible that 
the costs may go up by reason of inflationary influences, but the exten- 
sion of the statutory life to 25 years will not of itself increase mainte- 
nance and repair costs unduly. I say this for many reasons. 

First of all, post-World War II vessels have been built under normal 
shipbuilding conditions with sufficient time allowed for proper con- 
struction. None of the great haste and shortcuts in construction 
methods, made necessary under war conditions, are practiced in peace- 
time construction. Proper welding sequences can be followed, mate- 
rial control is more thorough, and supervision and inspection is cer- 
tainly carried out with far greater attention to details. Inspection 
techniques have improved with the development of inspection instru- 
ments and devices. 

Ship design itself has improved and will continue to improve. As 
new advances are made and proved in technology, they will be incorpo- 
rated in future replacements. ‘The adoption of a 25-year life will not 
be a brake on technological advance in ship design or building. With 
the benefit of hindsight, the operators and the shipbuilding industry 
in conjunction with ‘the Maritime Administration are able to avoid 
those poor design features which proved troublesome in many of our 
war-built ships. The U.S. Coast Guard and the American Bureau of 
Shipping have revised their rules where required, profiting from the 
knowledge gained during the war program, and many of the wartime 
errors are now automatic ally avoided by the application of these new 
regulations. Their current rules, plus progress in metallurgy and 
plastics, result in superior materials being used in present- day ship 
construction in this country. For example, special high-grade steels 
are now required in critical higher stressed portions of the hull struc- 
ture. High-strength alloys are being used in propellers. Plastic 
lifeboats with minimum corrosion and maintenance problems are 
being developed. 

Shipyard production methods are obviously superior to those pre- 
vailing during World War II. Better r equipment and tools are avail- 
able, all promoting improved quality in construction. Generally 
speaking our American shipbuilding industry now has modern, effi- 
cient equipment, machinery, and laboratory facilities. I feel this is 
true with regard to both new construction and repair work. Peace- 
time shipyard labor is better trained and more experienced in the 
art of shipbuilding resulting in improved craftsmanship. 

Another life extending influence is the fact that peacetime vessels 
are not driven as hard, through bad weather, as is necessary during 
war. Peacetime operation enables us to route our ships to av oid storm 
centers, and to schedule vessels at their designed service speeds with- 
out excessive demands on the propulsion plant. In addition, usually 
one operator operates the ship throughout its life, enabling him to 
keep a systematic maintenance and repair schedule. 
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All of these factors lead to the conclusion that we are building ships 
that are better in all respects, with quality second to none. We are 
not punishing them in service and are keeping them up to very rigid 
maintenance standards established by management and as prescribed 
by the U.S. Coast Guard and the American Bureau of Shipping, and 
we have excellent ship-repair facilities to do the work. These things 
all contribute to the certainty of the efficient and competitive opera- 
tion of these vessels over a 25-year statutory life span. 

For these reasons we support H.R. 10646 and urge its adoption, 

Mr. Zetenxo. Mr. Tollefson. 

Mr. Totierson. Thank you, Mr. Chairman. 

The selection of this cutoff date as you have indicated is a matter of 
judgment. You have selected the cutoff date of January 1946, on 
the basis that the ships built after January 1946 were better vessels 
than those built under wartime conditions. 

aoe the Maritime Administration agree with that general prin- 
ciple ! 

Mr. Purpon. They do not. They have not really quarreled with 
the principle, Mr. Tollefson, but they have obviously quarreled with 
the date. Quarrel is not quite the right word. I will take that back. 

By selecting the date of January 1, 1950, as they have, they have 
included all the Mariners and all of our new construction and all of 
the newest passenger ships. 

By going back to January 1, 1946, we add a relatively small number 
of ships in relation to the total fleet, but we do incorporate in that 
period, as I indicated, the combination ships of Mississippi and the 
passenger ships of American President Lines and the very latest de- 
liveries, we say delivered by the builder, after January 1, 1946, and 
we make the contention that these ships are better because they have 
had better care. They have not seen as rugged service. Some of them 
were built in the very late months of the wartime shipbuilding pro- 
gram when the situation was less frantic than it had been earlier, 
so that they are better ships than the older ships and for that reason 
we think that it is proper to include them. 

Mr. Totierson. The Maritime Administration has picked a date to 
separate, and this is a very general statement, the wartime ships from 
the later types of ships. 

Mr. Purvon. Yes. 

Mr. Totiterson. You have selected a date, January 1946, which 
separates the conditions under which the ships were built ? 

Mr. Purpon. As I say, it isa matter of judgment. I hope that time 
will permit statements by the three companies that I mentioned, in- 
cluding Captain Clark and Mr. Ewers and Colonel Brinson’s state- 
ments, to be read because I think they will further emphasize this 
point. 

Mr. Totzerson. Suppose the committee should follow your sug- 
gestion and take your position with respect to the few ships built be- 
tween 1946 and 1950. Would there be any loss or cost or detriment to 
the Government that you can think of ? 

Mr. Purpvon. Offhand, I cannot anticipate that it would increase 
the burden on the Government at all, but I do think that, particularly 
for certain companies, it would be very helpful to them by giving 
them this privilege and, to that extent, would help support the whole 
replacement program. 
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Mr. Totterson. The amortization programs of the various lines, I 
assume, were based on the cost of the ships to them ? 

Mr. Purvon. That is right. 

Mr. Torierson. Was there any provision made, they knowing that 
the costs of the new ships would be greater? Were any plans made by 
them to take care of the additional costs? 

Mr. Purpvon. I think the answer to that, Mr. Tollefson, is that both 
by contract and disposition the subsidized lines in the periods under 
which they have held subsidy contracts have been required to follow 
very conservative dividend policies and have, to the extent they were 
available, supplemented the funds available for ship replacement, 
especially by voluntary deposits but yet, as was pointed out by Mr. 
Piper, we still have fallen short of earning depreciation based on these 
inflated replacement costs, so that I think we have been prudent, we 
have been conservative, we have plowed back our earnings, and we are 
still short. 

Mr. Totierson. Theoretically, if the United States Lines acquired 
aship and then deposited in the replacement fund 5 percent of the cost 
of that ship, at the end of 20 years they will have deposited enough 
to replace that ship at original cost, but now, according to your testi- 
mony, they are confronted with a cost which is five times as much. 

What do you do about that other 80 percent ? 

Mr. Purpon. Well, we are here before you, Mr. Tollefson, to suggest 
one practical thing that has occurred to us. 

Since the cost of the investment has multiplied so much, we are hop- 
ing that we can spread it out over a longer period. 

I am rather a simple person but I had to do that when I bought a 
house, 

Mr. Totterson. Basically, is that not the reason you are here with 
this legislation ? 

Mr. Purpon. We are here because that is the basic reason and be- 
cause we think that we just have to do this. We have to be practical 
and realistic about it. 

Mr. Totierson. That is all I have, Mr. Chairman. 

Mr. Down1ne (presiding). Mr. Casey. 

Mr. Casry. Mr. Purdon, suppose we moved this cutoff date to the 
point that you refer to and were wrong and some of these ships built 
between 1946 and 1950 do not last that long. What position would 
we be in then ? 

Mr. Purpvon. Well, Mr. Casey, there are two things involved here. 
One is their actual practical economic life irrespective of the statutory 
life for depreciation and, if we are wrong in the respect you cite, we 
are already wrong because, under the phased replacement program 
which we now have, some of these ships will have to run beyond 25 
years because there will be no provision for their replacement. 

Mr. Casry. What has happened on these that you stated that you 
have had to retire? I believe you made the statement that some of 
them had already been retired at 15 years. 

What happened in those instances ? 

Mr. Purpon. What happened to the ships? 

Mr. Casey. No, what happened with reference to your replacement 
fund. It has not been built up. Who picks up that difference? The 
mortgage has not been paid off. Who picks that up? 
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Mr. Purpon. Well, when the ship is retired early, Mr. Casey, it is 
traded in to the United States, 

Mr. Casey. Tothe U.S. Government ? 

Mr. Purpon. Yes. It isan addition to the reserve fleet. The United 
States, in turn, retires some of the older Liberty ships. 

Mr. Casey. What does the United States pay for it? Do they pay 
the undepreciated cost ? 

Mr. Purpon. Under section 510 of the act, Mr. Casey, they have to 
take into consideration three factors: world market value, depreciated 
book value, and scrap value. 

The world market value less 10 percent has been decided to be a 
fair value by the Maritime Administration and that is what they have 
been paying. 

Mr. Casry. How is that value determined ? 

Mr. Purvon. It is determined by the Maritime Administration by 
consulting ship brokers all over the world and getting their appraisals 
of the world market value of the ship at that moment. 

Mr. Casry. All right. If that value is determined at less than the 
amount that is due on the mortgage, who pays that? 

Mr. Purpvon. The company transfers title of this ship to the Mari- 
time Administration and has to discharge all of its obligations and 
give them a free and clear title. 

Mr. Casry. In other words, if the world market value less 10 per- 
cent is less than is owed on the ship, the company gets nothing; is 
that right? 

Mr. Purvon. I am sorry. Would you repeat that, sir? 

Mr. Casey. Say that the world market value is a half-million 
dollars. The Maritime Administration then takes that in at a half- 
million dollars less than 10 percent. Is that right? 

Mr. Purpon. Yes, sir. 

Mr. Casey. That would be $450,000. 

Mr. Purpon. Yes, sir. 

Mr. Casey. But there is still due on the mortgage, $600,000. In 
that case, the Maritime Commission takes in that ship and pays off 
the mortgage; is that right ? 

Mr. Purpon. No, sir. The trade-in value of the ship is not paid 
to the operator at all. That trade-in value is an allowance of credit 
to the shipyard against the construction of the new ship so that that 
cash does not come to the operator. The operator has to satisfy the 
mortgage and any other outstanding obligations on the ship. 

Mr. Casey. In other words, in the ex cample that I gave, the $150,000 
difference has to be paid by the ship operator; is that right? 

Mr. Purpon. The total amount of any outstanding obligations 
would have to be paid by the ship operator. 

Mr. Casry. You get the credit of $450,000 when you trade the ship 
in, in the example T gave, on your new replacement ship ¢ 

Mr. Purvon. That is correct. 

Mr. Casry. But there is a $600,000 mortgage. 

Mr. Purpvon. You have to pay off the mortgage. 

Mr. Casry. You pay off the mortgage ? 

Mr. Purpon. $600,000. 

Mr. Casey. Theshipowner pays that? 

Mr. Ptrvon. $600,000. 
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Mr. Casry. The Government does not pay that? 

Mr. Purpon. No, sir. 

Mr. Casey. So that, if you guess wrong on any of these, it is to 
the detriment of the shipowner. In other words, he is going to have 
to pay off this difference if there is any unpaid mortgage. 

I wanted to bring out whether the Federal Government is penalized 
if any of these did not materialize. 

Mr. Purpon. I see your point, Mr. Casey, and it is a very percep- 
tive point. I do not think that what you anticipate is a problem. 

Mr. Casey. I did not anticipate it, Mr. Purdon. I just did not 
want somebody else to raise it after you were gone. 

Mr. Purpvon. I am very glad you clarified the record in that respect. 

You see, most of our present ships were built in a 4- or 5-year 

riod. Automatically 20 years later in the same short period they 
aes 20 years of age, so that we had to cooperate with the Govern- 
ment to make early retirements of ships and they in turn extended 
the lives of some vessels so that we had a longer span in which to 
replace the ships in the interest of both the Government and the 
operator. 

Mr. Cassy. Now then, going back to what I was discussing with 
one of the financial witnesses and maybe your financial expert can 
assist me, the recapture. 

Mr. Purpon. Yes, sir. 

Mr. Casey. Under the present situation if we have these ships that 
are better built now and have a longer lifespan, should we continue 
under the present law where it is paid for in 20 years, your replace- 
ment fund is paid in regularly and you have been paying for 20 years 
and the ship is good for another 5 years, I would like to know whether 
or not that would be a material difference in the amount of money 
that the Federal Government would recapture in view of the fact 
that your net profits, of course, would jump at the end of the 20 years 
rather than be spread over on a smaller basis over a 25-year period. 
Do you think that would make a material difference ? 

In other words—first, let me ask you this: I am not familiar with 
the recapture provisions, I am sorry to say; I have not been guilty, 
like Mr. Zelenko, of reading the law. As I understand it, your re- 
capture provisions come into play when your net profit reaches 10 
percent; is that right ? 

Mr. Pirrr. 10 percent of capital necessarily employed as defined 
by Maritime, which is our net minus some. 

Mr. Casey. I understand that it is technical. After it reaches 10 
percent you start your recapture. Now, the Government does not 
get everything over 10 percent does it? What do they get? 

Mr. Piver. They get 50 percent. 

Mr. Casey. Of everything over 10 percent or is that in a varying 
scale? 

Mr. Purvon. Mr. Casey, could I interject and, if I am wrong, Mr. 
Piper will correct me. It is 50 percent in excess of 10 percent up to 
the full amount of the subsidy. In other words, there is a ceiling. 
It is cumulative recapture over a 10-year accounting period. 

Mr. Preer. That is right. 

Mr. Ewers. That is right. 
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Mr. Casey. In other words, it is a flat 50 percent over the 10 percent 
with a maximum of the amount of the subsidy for the particular year, 
Is that what you mean ? 

Mr. Prrer. It would be for the 10-year accounting period. 

Mr. Casey. For the previous 10-year accounting period ? 

Mr. Pirrr. The 10-year accounting period in which that recapture 
year falls, or those years fall. 

Mr. Casey. I am afraid you are going to have to explain it more 
clearly to me. 

Suppose you have a good year and you show a 15-percent profit. 
You have 5 percent there that is subject to the recapture provision. 
Half of it would goto the recapture ? 

Mr. Prrerr. It is tentatively subject, depending upon what you 
earned in the other years in that recapture period. 

Mr. Casey. In other words, if you showed some losses you can charge 
that to those lost years, too, is that right? 

Mr. Piper. Yes, sir. 

Mr. Purpon. So that you have, Mr. Casey, a cumulative effect over 
the 10 years. That is what it amounts to. The 1 year may not be sig- 
nficant although the estimated recapture is held back from the bab 
sidy payment. 

Mr. Casry. You say a 10-year accounting period. Is that for the 
immediate past 10 years or, say, if the ship has been in operation for 
20 years, would it be the last 10 years ? 

Mr. Piper. It is not a moving 10 years. There are definite 10-year 
periods. It could be 1937 to 1947. Then you would begin over. That 
varies with companies. 

Mr. Casny. The company sets the 10 years? 

Mr. Ewerrs. No, sir. 

Mr. Purvon. But it does vary with companies because companies 
came under subsidy at different dates. 

Mr. Casry. Now, what would be the effect on this last 5 years of 
a 25-year period should we still have the existing law ? 

Mr. Purpon. Well, I heard that line of questioning, Mr. Casey, 
and I do not pretend to be a financial expert and I would like Mr. 
Piper to help me out on this. If you were able to amortize your ship 
over 20 years and if you could then operate it for 5 more years and 
everything was fine and you could earn depreciation on the ship, 
certainly you would be in a favorable position in the last 5 years. To 
that extent, so would the United States. But if we anticipated that 
that was probable, we would not be before you asking for this legis- 
lation because our problem is that, as we see these capital costs and 
the level of earnings in the future as far as we can reasonably project 
it, our trouble is that we cannot amortize a ship in 20 years. 

Mr. Casry. You have made that clear already in your statement. 
What I am trying to find out is what the effect would be. 

Mr. Prrer. If a vessel can be used for 25 years, the probability of 
being able to get recapture is increased. Whether or not in fact it will 
increase recapture will depend upon a lot of circumstances, depending 
on what your profit curve was. 

Mr. Casey. How business is, whether there is a lot of shipping, 
whether you get your share of it? 

Mr. Piper. Yes. 
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Mr. Casey. But it would increase the amount of recapture under 
the present law with that 5 years after your 20-year period of de- 

reciation ¢ 

Mr. Piper. It would increase the possibility of recapture. 

Mr. Purpon. May I interject, Mr. Casey, that, since we are talking 
about recapture, it 1s well to note that over the past years, there have 
been a number of companies that made full recapture to the Gov- 
ernment in certain accounting periods, It varies with companies and 
their experience. But there has been a substantial recapture to the 
Government in the past ranging up to 100 percent. 

Mr. Ewers. I would like to answer one question which I think is 
worrying you, Mr. Casey. In the 25-year example you cite, you would 
have a 5-year recapture period instead of a 10-year recapture period 
for the ordinary handling of the contract. We have had some of 
those. 

Mr. Casey. That would be true where someone operated the full 20 
years just on, say, an even break; in other words, did not make over 
the 10 percent. Of course, you would have to have a situation that 
never existed, I am sure. That is, a continual same line of operation, 
the same amount of business year after year just like the corner groc- 
ery store which you do not have, but, if you had that situation where 
they made 934 or 10 percent year after year so that the Government 
had no recapture during that 20-year period, when they got through 
with their depreciation and payment into the reserve fund, during 
that 5 years it would be bound to jump above that 10 percent if they 
had been running normally, if everything continued normally and 
then the Government would get some money back where they had not 
received it before, is that right ? 

Mr. Ewerrs. Yes, sir. 

Mr. Casry. Whereas, if they spread it over a 25-year period, the 
Government might get a little recapture back, taking this same even 
scale, over that 25-year period, but basically I think a little common 
mathematics on accounting would show you that your recapture would 
probably be greater during that 5-year period than it would be totally 
spread over the 25-year period. 

Mr. Purvon. Provided that everything is fine, but, if things are 
as we anticipate, Mr. Casey, it is more likely over the 25 years. 

Mr. Casny. You have more situations that affect your business as I 
said than you can have in a deck of cards and no one can tell you the 
direct answer. 

Mr. Purpvon. That is right, sir. I would reemphasize again, Mr. 
Casey, that this committee of American Steamship Lines has pooled 
the best talents that we have and we have been laboring with this re- 
placement program for several years. It has not been casual. Our 
efforts in this direction were first stimulated by the President of the 
United States who, in a budget message, made reference to this. 

Secondly, in the most recent Commerce Department study which 
was headed up by Mr. Allen, they indicated that an extended vessel life 
was desirable and we came to this conclusion on the basis of our best 
judgment of what we were faced with in the future and our sincere 
desire to go forward with an orderly ship replacement program that 
will give us and the United States the best fleet we can build. 
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Mr. Cassy. I am sure of your sincerity and I grasp your problem, 
It is somewhat like where you used to build frame houses that did not 
last but 15 or 20 years and now they are building good brick houses 
that will last 30 or 40 years and you can get a longer mortgage just 
as I did and you did on our homes. 

Mr. Purpon. Thank you, sir. 

Mr. Downtne. Mr. Ray. 

Mr. Ray. In Mr. Piper’s statement, on page 2 and in the table there 
and in other testimony that has been given, there is reference to the 
additional depreciation to meet the estimated replacement cost. This 
bill does not touch that subject, does it ? 

Mr. Piper. No, sir; except that it gives us a longer period of time on 
our new vessels over which to recover. 

Mr. Ray. But you recover original cost. 

Mr. Piper. Original cost. The remainder would have to come from 
additional earnings. 

Mr. Ray. So that all discussion of replacement costs has no part 
in the considerations that should affect the merits of this bill. You 
are dealing as a practical matter with depreciation that will return 
your investment. 

Mr. Preer. Except that it does to this extent: It points up the de- 
gree to which the new vessels have increased in cost so that we havea 
more serious problem in recovering our original cost in the next round 
of vessels. 

Mr. Ray. That is right. You have a question to raise somewhere 
else at some other time in respect of other legislation, but I did not see 
that the insertion of these figures as to replacement costs has any bear- 
ing upon how you shall spread your existing investment and that is 
the present law. I grant there is a problem there but I do not see the 
pertinency of figures like that or references to the additional replace- 
ment costs in the testimony relating to this bill. 

Mr. Totterson. Would the gentleman yield there ? 

Mr. Ray. Yes. 

Mr. Totiterson. As I remember Mr. Nemec’s testimony, he com- 
mented on this very thing. 

Mr. Ray. I raised the same question with him. 

Mr. Preer. We were attempting to demonstrate or show how much 
of an increase there has been in our problem of capital requirements. 

Mr. Ray. That is not affected by this bill which merely spreads over 
a different period the original investment. 

Mr. Pierre. And gives you a longer time in which to recover those 
higher capital costs. 

Mr. Ray. The results of the spread would make some increase in 
your net income because you are spreading it, you are dividing your 
ome by 25 instead of by 20. It may have some bearing upon the 

ecapture operations. 

Mr. Pirrr. That is true but the major problem that this bill would 
solve is reduce the fixed debt charges that we would be required to meet 
each year regardless of our earnings. In other words, it would give us 
a lower level at which we might go into default. 

Mr. Ray. I do not understand that. 

Mr. Preer. On our 25-year life, we would borrow for a 25-year 
period. Our annual average debt servicing charges then aan be 
reduced. 
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The fixed charges that we have to pay no matter what your earnings 
are would be reduced. 

Mr. Ray. You mean your contributions to the principal of that 
debt ? 

Mr. Pirer. And the interest, on an annual basis. 

Mr. Ray. Affect the rate of interest ? 

Mr. Prrer. In our discussions with investment bankers they did 
not feel that it would have any significant effect upon the rate of 
interest. 

Mr. Ray. Have you made any calculations as to the dollar difference 
in interest charges as between the 20- and 25-year period ? 

Mr. Pieer. Yes, sir. On page 3, that table on my statement under 
the assumptions that I have made there shows the difference. 

Under the 25-year life basis your total interest payments, of course, 
would be up but your charge per year would be down and, if your 
earnings increased in any particular year, you would have the option 
of taking advantage of them and reducing your debt faster than abso- 
lutely required but you would not be in a straitjacket where you had 
to make the payment whether or not you had the cash available. 

Mr. Ray. That is one place where this would make a difference, then, 
in the financial affairs of the company ? 

Mr. Pirer. Yes, sir. This is the most important part of it. 

Mr. Ray. So far as depreciation is concerned that does not affect 
your net showing as long as you are accounting for depreciation on 
the original cost b: asis ? 

Mr. Pirer. Yes, sir; assuming under both conditions you use the 
vessel for the same period of time, that is correct. 

Mr. Ray. To whatever extent you improve your net income situation 
by an extension of life you increase the payment of taxes. 

Mr. Prrer. Yes, sir. 

Mr. R. AY, So that, when you are talking about improving net income 
there is 52 percent going to the Government? 

Mr. Prrer. Yes, sir. 

Mr. Ray. Have there been computations on what the remainder 
would be ? 

Mr. Pirer. We do not. have any table here. We might work one up 
and submit it for the record. 

Mr. Ray. That would be of interest. 

Mr. Down1NnG. Will you submit that for the record ? 

(The following was furnished for insertion :) 

COMMITTEE OF AMERICAN STEAMSHIP LINES, 
Washington, D.C., March 29, 1960. 
Hon. JoHn H. Ray, 
Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN Ray: On March 17, 1960, during the course of the hear- 
ings on H.R. 10646, you asked that I submit computations showing the possible 
effect upon the payment of corporate income taxes by the “subsidized operators” 
through the extension of vessel life from 20 to 25 years. 

You realize, of course, that an accurate estimate of the effect of this legisla- 
tion on future taxes is impossible because of the many uncertainties that exist 
with respect to future actual earnings, which are subject to many variables, 
including the level of this Nation’s foreign commerce and competitive conditions 
within the steamship industry. However, in order to illustrate the possible 
impact of this legislation on income tax payments by the sabsidized group, I 
have prepared a computation as set forth below, which you may deem desirable 
to inzlude in the record of the hearings. 
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In the testimony before the committee it was estimated that the combined 275 
vessel replacement program will cost the subsidized operators approximately 
$2.5 billion. Ona 20-year-life basis, excluding the minor effect of residual value, 
depreciation would equal $125 million annually; extension of vessel life to 25 
years would reduce depreciation for the subsidized group to an annual rate of 
$100 million. If it is assumed that the subsidized group could actually earn the 
higher annual depreciation of $125 million, then reduction of the annual depre- 
ciation expense by $25 million would increase pretax earnings by a like amount. 
Assuming Federal corporatte income tax rates remain at 52 percent, then an 
annual increase of $25 million in pretax earnings would increase taxes payable 
by $13 million each year over the 25-year period, or a cumulative total of $325 
million. 

This projection of increased taxes payable was based upon the assumption that 
the operators were not in a “recapture” position; if, however, they were, taxes 
would decline but, concurrently, amounts payable to the Government through 
“recapture” would rise by practically the same amount. 

Very truly yours, 
B. G. PIPER, 
Chairman, CASL Finance Committee. 

Mr. Downtna. Mr. Mailliard. 

Mr. Matuurarp. Mr. Chairman. 

Mr. Dorman, I would like to examine a little bit further this ques- 
tion of the cutoff date because this seems to be the primary difference 
of opinion between the industry and the Government agency. 

Starting at the bottom of page 2 in your statement, you talk about 
being able to avoid poor design features which proved troublesome 
in many of your war-built ships. 

Over on page 3, you talk about high-grade steels in critical higher 
stressed portions of the hull structure, ¢ and so forth. 

As to these ships that are in dispute here, to what extent do any of 
those provisions apply? I am talking about the ships delivered be- 
tween 1946 and 1950. 

Mr. Dorman. I would say that in that 1946-50 period those ships 
did profit by hindsight, the word I used there. In other words, the 
troublesome details developed during the war were gradually cor- 
rected during the war and I would say all those things were eliminated 
either through knowledge or elimination, so that we avoided those 
pit falls. 

Mr. Mamutarp. We are going to have difficulty in justifying any 
particular date for obvious reasons. Suppose somebody got a ship de- 
livered in December of 1945. How is that going to differ from a ship 
delivered in January of 1946 ? 

Mr. Dorman. I agree that it is hard to draw the line but it seemed 
to me that, if a line must be drawn, the only logical period where some 
change in circumstances took place was presumably close to the end of 
hostilities. 

Mr. Marmu1arp. Am I safe to assume that there are no ships in- 
volved that were delivered, say, between August and December of 
1945 ? 

Mr. Dorman. There probably are, sir. As you say, where do you 
pick a date? Some ships will have to fall on one side of the line and 
some the other. It is a tough question. 

Mr. Mamtaro. I think it is a little bothersome for the committee 
because we have experts on both sides of the question. Perhaps these 
individual companies will provide us with this information. How 
many ships are there involved? Mississippi Shipping has three of 
those combinations. 
Mr. Purpon. Yes. 
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Mr. Maiutarp. And APL has two and Moore-McCormack has how 
many ¢ 

Mr. Ewers. In the 1946 to 1950 period, they have seven. 

Mr. Mauutarp. I think the committee may end up by having to 
make a judgment based on specific information on the 12 ships in- 
volved. I think it is going to be a diflicult decision for the committee 
to make. 

Mr. Purpon. Mr. Mailliard, there are, of course, other ships than 
those for the three companies you have listed. 

We will make available to the committee a list of all the ships in 
that period. 

Mr. Marxuiarp, Are there more than these 12 ! 

Mr. Purpon. Oh, yes. There are about 40, as I recall, but I would 
not want to be challenged on that. 

As Mr. Ewers points out to me, we had the same difficulty, Mr. 
Mailliard, in picking a date as you have because, obviously, some 
of our ships fall on both sides of the line, and this seemed a practical 
compromise date which did what we wanted it to do without going 
too far back, but it is a matter of judgment, we admit, and we will 
be glad to let you know all of the ships involved in this period and 
then the committee will just have to make a judicial determination 
between the two positions. 

(See document carrying this information on p. 66.) 

Mr. Marmuiarp. I think we probably ought to have that. I would 
like to ask this question, Mr. Dorman, from a technical point of view, 
from the point of view of construction, not talking about the use of 
the ship because I think your date justifies itself pretty well on the 
use basis, but on the design and construction, and so forth, it does not, 
because you are talking about virtually identical ships that fall on 
both sides of the date. 

I would like to ask, Mr. Dorman, do you really feel that, from a 
technical point of view, the advances that were made in the construc- 
tion of the ships that are involved here that, let us say, were built in 
1945, was that much that there was that difference in the standards 
of construction of a C-2 that was delivered in 1946 as compared to 
one that was delivered a year earlier ? 

Mr. Dorman. Undoubtedly, the technological development was a 
gradual continuous process in each stage of the game. Each time we 
learned a little something it was incorporated. I do not think you 
can draw a positive point of departure on any technological improve- 
ment, but I do think there was a change there in the system of con- 
struction, the time of construction, and maybe the standards of in- 
spection and everything, which certainly changed between wartime 
conditions and the period immediately after the war. I think that 
is the only possible cana that you can identify. 

The other was too gradual probably to pick a spot. 

Mr. Mar1arp. Actually, these ships we are talking about were 
partially completed at the time of the cessation of hostilities or they 
never would have been started, is that not correct ? 

Mr. Dorman. Yes. 

Mr. Mariarp. As a matter of fact, some of them were not 
completed. 

Mr. Dorman. Yes. 

Mr. Maru1arp. Do you recall how far they had to have progressed 
in order to be completed ? 











58 


EXTENDING STATUTORY LIFE OF CERTAIN VESSELS 


Mr. Dorman. No, sir. I do not know whether there was any per- 
centage determined at that time. I imagine that varied in cases and 
with different yards. 

Mr. Purvon. Mr. Mailliard, if I could interject, your observation 
generally, I think, was right but there are exceptions to that and I 
hope that there w ill be testimony pinpointing the exceptions. 

Mr. Downinea. Captain Clark is standing. Perhaps he can answer, 

Captain Crark (John W. Clark, president, Mississippi Shipping 
Co.). Mr. Chairman, I am sorry to interrupt but along the lines of 
Congressman Mailliard’s questioning, I think that I have something 
definite and worthy of consideration at this time as to exactly how 
these ships in this period, particularly the combination vessels, were 
constructed and designed as combination vessels. 

Mr. Downine. You are going to testify later, are you, Captain 
Clark ? 

Captain CLark. I am prepared to testify any time. 

Mr. Maiurarp. I think we will have to have detailed informa- 
tion on almost a case-by-case basis to try to be judicial in a case where 
we are not technical experts. 

I do not care to pursue this further at this time. 

Mr. Purpon. Captain Clark, Mr. Chairman, has a very short state- 
ment of a page and a third, and 1 would respectfully suggest that he 
be permitted to make that at this point in the record because it would 
follow properly. 

Mr. Maiuuiarp. I feel it would be to his disadvantage to be testify- 
ing at this time, Mr. Chairman, because we are probably going to 
have to interrupt and go to the floor. 

Mr. Downie. Have you finished with this witness ? 

I think we had better proceed i in order. 

Mr. Maiuuiarp. Yes, sir. 

Mr. Downrna. Mr. Pelly. 

Mr. Petty. Mr. Chairman. 

Do I infer from your testimony that the tanker operators will 
testify for themselves and your testimony has to do with cargo and 
passenger vessels ¢ 

Mr. Purpon. No, sir; that is not quite a correct inference. 

Mr. Petty. Would you make some statement for the record at this 
point as to what your position is on tankers 4 

Mr. Purvon. Mr. Pelly, I would respectfully request that you not 
ask me to make a statement on my position on tankers because that. 
would be very unfair to tankers. 

What I did say was that the position we are advocating is advocated 
for the lines holding operating differential subsidy contracts. 

I believe that before you conclude the hearings, an amendment will 
be offered which will exclude tankers from this consideration. 

Mr. Pretxy. You have no position, then, as to whether you would 
favor or oppose the elimination of tankers from this particular 
proposal ? 

Mr. Purpon. I can only say that we are not testifying for tankers 
and our considerations did not encompass tankers. 

Mr. Petiy. Now, Mr. Dorman, you, as a technical man, have stated 
in your testimony that you are confident, entirely confident, that 
vessels built in the period from January 1, 1946, on can be operated 
economically, efficiently and competitively for a 25-year period. 
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Mr. Dorman. That is liner vessels, sir. 

Mr. Petxy. Liner vessels, right. Now, going back, if I may, to a 
statement that you made which appears on page 5, Mr. Purdon, of 
your testimony, you state that : 

Vessels become obsolete only as new and superior vessels are introduced 

which make existing types uneconomical. 
It seems to me that it raises this one point. Are you, then, of the 
considered opinion that either roll-on roll-off or hy drofoil, or auto- 
matics in some form and specifically containerization will not make 
vessels built in the period from 1946 to 1950 or onward completely 
obsolete insofar as their being able to operate competitively in liner 
service ? 

Mr. Purpon. Mr. Pelly, that is not what is intended by the sentence 
you read. 

If you go on, I say that this is a progressive program irrespective 
of the stati utory life. As new types are developed which become com- 
petitive, as new technologies are developed which are required to be 
adopted to make us competitive, we would expect that these would be 
incorporated progressively. 

We are not saying here that, just because you establish a 25- -year 
statutory life, a ship on the specific trade might not competitively 
be obsolescent at 15 years if somebody puts a new design alongside 
you, just as in the aircraft industry. 

Mr. Petry. If a foreign competitor put a containerized ship in 
competition with a conventional type, you would get obsolescence im- 
mediately ; would you not ? 

Mr. Purpon. We would meet it, Mr. Pelly, and this bill would not 
preclude us from meeting it. 

Mr. Petiy. How would you meet it ? 

Mr. Purpvon. We would meet it. by meeting the competition and 
having ships. This man would not come in in our trade tomorrow 
and surprise us with something. We have a phased replacement pro- 
gram. Some companies have five ships this year, five next year. We 
know what is happening in the competition. We know what is hap- 
pening in the technology. We evaluate that and incorporate it as 
we goalong. We intend to remain competitive. 

Mr. Petiy. I am very glad to hear you make that statement but I 
just wondered sometimes as to whether or not actually these ships will 
have a useful and economic 25-year life. 

Mr. Purvon. This is something, Mr. Pelly, for the future and we 
have to meet it as it comes along; but let the committee be assured 
that this industry is not going to sit idly by. 

Mr. Perry. But if you establish an effective date of this legislation 
of today, we will say, as against 1946, then you will meet eac sh one of 
those problems as you build each new ship and therefore it would 
seem to me that it would be on a basis far closer to recognizing a 
25-year actually useful life whereas, with those ships that were built 
in the past and trying to pass retroactive legislation, there would be 
considerable doubt in my mind. 

Mr. Purvon. Mr. Peily, may I make a distinction for you! When 
we include the ships between 1946 and 1950, this period, we are not 
asking for anything except the opportunity to spread the Auihde iation 
forward from January 1, 1960. It is a financial problem at the 
moment. 
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Now, certainly, if you had a very rapid advance in technology or let 
us assume, for example, atomic propulsion became commercially de- 
sirable, that could happen with a 20-year life. 

I am sorry to again say this to the committee and I must apologize 
for it, but I hope there will be a minute when we get through for 
Captain Clark, because he can only be here today. 

Mr. Petxy. I just want to pursue just one question more and then 
I will be glad to yield the floor and then the Chair can do what he 
wants. 

I am now addressing myself to the question that the Maritime 
Administration have recognized the date as being 1950, as I under- 
stand it. 

Mr. Purpon. Yes. 

Mr. Petiy. I am wondering as to whether it should not be actually 
1960 and all new ships that are built from now on in order to take 
advantage of any advances that are made from a technical standpoint, 

Mr. Purpon. Well, Mr. Pelly, if you, for example, were to i the 
date 1960 forward, you would eliminate from your consideration some 
of the finest ships in the world that have been delivered quite recently, 
You would eliminate from your consideration the Mariner types 
which were so far ahead of their time when they were built and are 
still far ahead of any competition in the world, so much so that the 
foreigners are complaining about them. 

Mr. Petiy. But are there any figures to indicate that the Mariner 
type ships are not paying their way and not fully able to make enough 
money so as to provide amortization on a 20-year life ? 

Mr. Purpon. We are not saying that, Mr. Pelly. What we are say- 
ing is that when yo take any company and take its total fleet, its 
total fleet, and if you allow it to spread this depreciation over a 
25-year period which would include Mariners because, technically, 
there is no question about their having a 25-year life, you make the 
total operation of the company such that it can go forward. 

Mr. Petxy. I think retroactive legislation is always difficult to get 
through, that all the existing vessels have been financed on a basis of 
their cost at the time they were built, and their depreciation schedules 
were set up and it seems to me that you are trying to get the advantage 
of a more favorable depreciation schedule from ships built in the past 
in order to provide for the future as against providing a new and 
improved basis of depreciation for all ships that are built from now 
on to justify their present high cost. 

Mr. Downrnea. Will the gentleman yield? 

Mr. Petty. I will. 

Mr. Downrnea. That is an interesting point but this setting of the 
date back to 1946 made this a little more palatable to me because, does 
not that give you more ships to build? In other words, more ships 
will reach that 25-year life span sooner than they would if you put it 
at 1950? 

Mr. Petty. It would be just the opposite. You are extending the 
life. It would be just in the other direction, as I see it. 

Mr. Down1na. In other words, a ship which was delivered in 1946, 
25 years from that date would have to be replaced. 

Mr. Petty. Now it is 20. 

Mr. Downine. Theoretically. 

Mr. Petiy. It seems to me that we are going to have to go on the 
floor with whatever legislation we have and justify it, and there is 
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the weakness in this argument that you certainly would be taking 
advantage of ships that had been previously built at cost at the time 
they were built and extending the period of their depreciation in order 
to build new ones under the present cost as against making the proper 
adjustment for conditions as they exist today. 

it 4 a os difficult for me to find an argument that can justify 

oing back. 
. Mr. Purvon. I can only say to you, Mr. Pelly, that all of us look 
forward to our total obligation and how much we have to depreciate 
and how much we have to pay in debt service, and there is certainly 
no dispute with Maritime or us on 1950. 

We have advocated pushing it back a little further. 

We have made the best case we could. 

I recognize the problem in picking a date, but I think that there 
is no question that 1950 het is an excellent date. 

The only question for you to decide, really, is whether 1946 forward 
is also necessary, and we have contended that it is, 

Mr. Petty. You know that, as of today, there are many who are 

eatly concerned about tax loopholes that exist and certainly when 
that legislation comes up, the maritime industry will be interrogated 
as to the fact that they are tax-free on these payments that go in 
toward making up this difference and why should one industry get it 
as against another; and I think we have to keep the record very clear 
on all these points which we have to justify. 

Mr. Purpon. I hope the record will / clear in that respect that 
there is no tax loophole here. As a matter of fact, there might be a 
little additional tax burden on the operators which they are willing 
to assume considering the whole picture. 

Mr. Petty. But are not many industries in this country who do not 
have the privilege of putting aside money out of earnings to zo to- 
ward replacement? Certainly a factory that becomes onutine does 
not have this privilege. 

In New England, for example, where the woolen mills became ob- 
solete, they do not have the advantage of putting aside depreciation 
to build a new plant in the TVA district. They cannot do it. 

Mr. Purpon. There are some exceptions, of course, take the min- 
ing industry. 

Mr. Petuy. It is the exceptions that are going to be looked into. It 
is the oil industry that has to worry about depletion and things of 
that nature. < 

Mr. Purpon. I can only say that the reason we have it is that it is 
defensible. It has been thoroughly explored over the years and has 
been reviewed many times and has remained a part of our national 
maritime policy for only one reason: It was essential. 

Mr. Petuy. I am not quarreling but I am saying that we have to 
defend it and it has to be defensible and I am not quite sure that you 
can defend a retroactive piece of legislation. 

That is all. 

Mr. Downtna. Did I understand that Captain Clark will not be 
here tomorrow ? 

Captain Ciark. Mr. Chairman, I must apologize but we are getting 
ready for our only meeting and I must be back in New York in the 
morning. 

Mr. Downtne. Are there any further questions of these gentlemen ? 

Thank you very much. 

56832—60—_5 
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Captain Clark, are you going to be back in Washington any time in 
the near future, next week ¢ 

Captain CiarK. I do not know. 

Mr. Downtnea. You have a page and a quarter of testimony. 

Captain CiarK. Yes, sir. 

Mr. Downine. Suppose you go ahead. 

Captain Ciark. It is mostly in the form of clarification. 


STATEMENT OF CAPT. JOHN W. CLARK, PRESIDENT, MISSISSIPPI 
SHIPPING C0., INC. 


Captain Crark. Mr. Chairman and gentleman, supplementing the 
statements presented by CASL in support of H.R. 10646, I would like 
to offer for the record the facts surrounding the construction and 
delivery of the three combination passenger-cargo vessels owned by 
Mississippi Shipping Co., Inc. These facts are offered for the pur- 
pose of demonstrating that the vessel life extension contemplated by 
this proposed legislation should encompass these units. 

Our three combination vessels were delivered to Mississippi Ship- 
ping Co., Inc., in November 1946, March 1947, and May 1947—14, 19, 
and 21 months, respectively, after the cessation of hostilities in World 
War II. They were not designed nor built for wartime use. 

The facts are that the Ingalls Shipyard held a contract for the 
construction of a number of C-3 type freighters. However, before 
the keels were laid it became apparent to the then Maritime Commis- 
sion that hostilities would soon be over and that the need for additional 
freighter tonnage would cease. The Commission approached the 
Mississippi Shipping Co. and suggested that their contract with In- 
galls be renegotiated so as to provide for the construction of three 
combination vessels for Mississippi Shipping Co. (as replacement for 
the three combination vessels requisitioned from them by the United 
States on the outbreak of World War IT) in lieu of the three standard 
C-3 freighters for the Maritime Commission. 

We welcomed this suggestion, and Naval Architect George G. Sharp 
redesigned the three units from the keel up. 

The changes in the designs and specifications of these vessels from 
the standard C-8 (originally contracted for by the Commission) to 
the modified C-3, delivered to Mississippi Shipping Co., Inc., are de- 
tailed in an attached exhibit. 

These are statistics which are self-evident. 

It might be well to mention that under the 1946 Ship Sales Act 
the statutory sales price of these combination vessels was set up 
at $2,889,864 as compared with $1,230,000 for a standard C-3. 

These ships were constructed as new combination vessels for peace- 
time use and were never started nor intended as a standard C-3 type 
ship. 

The Maritime Commission was actually able to take advantage of 
a contract then in effect to prepare for future peacetime passenger 
ship, combination ship operation. 

I wanted to insert this in the record, Mr. Chairman, for the purpose 
of clarification in specific answer to Congressman Mailliard’s question. 

(The exhibit follows :) 








EXTENDING STATUTORY LIFE OF CERTAIN VESSELS 63 


Comparison of vessels—Particulars between a standard C $ freight vessel and a 
modified C 3 














| Modified C 3 Standard C 3 

| et a a ee ee | 494 feet 738 inches--.- -- 492 feet. 
Length between perpendiculars_...........2.............] 465 feet_..-....-....... 465 feet. 
is niga ntinwrcichang aE bgcande dice. .2. 2k yg.) @Ofeet @Aneies..<:..:: 69 feet 6 inches. 
Depth molded to shelter deck at ie Sen ce? | 45 feet 6 inches. -._..-.-| 42 feet 6 inches. 
Depth molded to second deck at side. -....-....----.----| 36 feet 6 inches - ...----| 33 feet 6 inches. 
Loaded draft to bottom of keel- bEiahinstwiatindcadsa Teen Geeen. LC 
I 0k scence cheep insrws qhaleteeemaangnegeheritadeen anions hebenie 19 O37 : oo tarres tail 7,854. 
ee ee ees | 0 EE Eerie Tae 4,539. 
Displacement to Ri WiMCIR sg ee 17,000. .... nrsenchienminel Ahn 

| 8,500. 


Normal shaft horsepower-__............--..------ 2 ‘a B S00 ssi. icant sacucede 





Mr. Downina. Thank you very much. 

Mr. Maruutarp. Could I ask one question / 

Mr. Downinea. Mr. Mailliard. 

Mr. Maruuiarp. I think it is significant that these ships were re- 
designed, but what is your situation competitively? They are still 
C-3's w ith their limited speed and so forth. 

You got delivery in 1946 and 1947. 

Are you confident that you can operate those competitively for a 
25-year life ¢ 

C aptain CLark. Congressman, the Del Nord, Del Sud, and Del Mar 
continue to be very popular. Our bookings are usually full bookwise. 
By virtue of the fact that they have p: acket privileges in the principal 
South American ports they are not subject to port congestion. They 
operate on a very short turn around. They are profitable units of 
our fleet. 

By having had the privilege of owning these ships and taking care 
of their maintenance and care through their entire life, these ships 
are in excellent condition. 

It is the opinion of my operating staff as well as myself and the 
other officers of the company that they can be successfully operated 
for 25 years. As a matter of fact, under the terms of our operating 
contract with the Maritime Administration, their life is already pro- 
jected for 23 years. 

What we are asking is that we be allowed the benefit of depreciat- 
ing them for the rem: ainder of their life on a 25- year basis. This will 
help us over the difficult initial period when ‘these new ships are 
coming in, when our earnings are low in a period of worldwide 
recession. 

We are going to have a very difficult time during the next few 
years, 

I am sorry Congressman Casey is not here because I can give a 
specific example of what it means to our company dollar-and-cents- 
wise. 

This means roughly $88,000 a year less depreciation per annum. 
It will increase the opportunity for recapture by the Government and 
certainly, when our new freight vessels come into being, it will help 
us over this initial difficulty in a high depreciation rate along with 
the lesser depreciation rate on the new vessels contemplating the pas- 
sage of this act. 
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Mr. Down1na. The point which you mentioned concerned Con- 
gressman Casey a great deal, so if you care to place something in the 
record along that line, that will be helpful. 

Well, your statement is in the record now. 

Mr. Pelly? 

Mr. Petiy. I have no questions. 

Mr. Down1na. The committee wants to thank all of you who ap- 
peared this morning. It has contributed a great deal. 

The committee will reconvene at 10 o’clock tomorrow morning, at 
which time we will hear the remaining witnesses on the bill. 

Thank you very much. 

(Whereupon, at 12:25 p.m., the committee adjourned, to reconvene 
at 10 a.m., Friday, March 18, 1960.) 
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TO EXTEND THE STATUTORY LIFE OF CERTAIN 
‘D VESSELS FROM 20 TO 25 YEARS 
at 
| FRIDAY, MARCH 18, 1960 
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House oF REPRESENTATIVES, 
SUBCOMMITTEE ON MercHant Marine 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 
The subcommittee met at 10 a.m., pursuant to adjournment, in 
room 219, Old House Office Building, Hon. Herbert C. Bonner 
(chairman) Erecting. 
Present: Representatives Bonner (chairman), Miller, Zelenko, 
Downing, Casey, Tollefson, Ray, Mailliard, and Pelly. 
Staff members present: John W. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 
| The CuHatrmMan. The committee will come to order. 
The first witness this morning will be Mr. Ira Ewers. 
| 
| 


STATEMENT OF IRA EWERS, COUNSEL, VESSEL REPLACEMENT COM- 
MITTEE, COMMITTEE OF AMERICAN STEAMSHIP LINES, AND 
MOORE-McCORMACK LINES—Resumed 


The CuarrMan. Mr. Ewers, let me ask you a question. 

| Mr. Ewers. Yes, sir. 

The Cuarrman. I was not present yesterday but there was some 
discussion about the retroactive benefits that would come up under 
this bill. It was my impression that under the bill if a ship under the 
20-year program had been used for 18 years, that would leave 2 yea: 
aid you would add 5 years to it and depreciate accordingly on it an 
it would not go back anywhere at all. 

Mr. Ewers. Yes, sir. As of January 1, 1960, you would take the 

| remaining depreciable value of the ship and extend it over the ex- 
tended life so that there is no retroactivity. 

Mr. Totierson. May I ask a question on that point? I heard the 
same comment. 

The Cuarrman. I was advised about this. I did not want to be 
misled by this bill myself. I thought it was a plain, simple bill to 
extend the depreciation period from 20 to 25 years. 

Mr. Ewers. I was hoping Congressman Pelly would be here toda 
because I have a paragraph of explanation to his line of inquiry which 
I think I will put in the record anyway. 

The CuHatrmMan, Suppose we wait and let you go ahead with your 
Main statement and come back to this subject. 
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Mr. Ewers. For the record, my name is Ira Ewers. I am an attor- 

ney, with offices at 1000 16th Street. 
appear this morning in a dual capacity. 

First, I should like to supplement the CASL presentation of yester- 
day by furnishing certain information requested, and then I should 
like to appear for Moore-McCormack Lines, whom I also represent. 

First, we were requested to present for the record a list of the ships 
that were delivered in the period between January 1, 1946 and Janu- 
ary 1, 1950. We have obtained those from the Special Studies Section 
of the Maritime Administration. 

I would like to offer those for the record as part of the CASL 
presentation. 

Mr. Totterson. How many are there? 

Mr. Ewers. There are about 40. I have not counted them. It was 
just given to me this morning. 

(The document follows :) 


Ships delivered between 1946 and 1950 

















Company Ship Type 
American Export Lines. - ---- eee ee tate e ae oh hana riah ene C-3. 
OO £5 i 2h Fo den S84 a6b deco ze C-3. 
American President Lines.......| President Cleveland----_.....-..-- Passenger-cargo. 
| President Wilson. ...........2252: Do. 
President Jefferson............--- C-4. 
President Madison__________ _.| C-3. 
President MeKinley-.-_...........| C-3. 
OE A EIT Alice Brown. -.-- nip gt Ad disdien bponta ie C-2. 
| Lucille Bloomfield ................ | C-2, 
Margaret Brown..-.-------------- C-2. 
Neva West--__-- Pees C-2. 
Bevel. .....34 $es--dt-3 34a African Crescent .-.-.-..-.-.----- C-3. 
African Lightening----..-........_} C-3. 
African MG0R..nn«9043-~~-$udcne3- C-3. 
African Planet... ...2-.-..--.....:} G-3. 
African Rainbow ............<..<.- C-3. 
ES a eS eee C-3. 
i RAE SS. cn caednnee cone one ete PETE. . seca cot ec Oe: 
RS noe Ue indneakes C-2. 
OS eee ae | C-2, 
Seaiee Tien... 2 O82. 
Santa Sofia__._.........-.....-.-..| Combination passenger-freight. 
IN el doce eda nncg nace Do. 
Santa Margarita...........--...-.- C-2. 
sci oudiaiepinike'es aot ele 
Lykes Bros. 88 Co. -.-............| Dolly Truman.....2......-....... C-2. 
ississippi Shipping Co--.--.--- artisans denininewiin apd meng C-3 combination passenger-cargo. 
Der OEU8.1.--~<----- Do. 
Del Sud- — Do. 
Moore-MeCormack Lines_-.-.-...| Mormac Dawn. - 
Mormae Gulf- -- 
Mormazc Isle- - --- 
eee ee 
Mormac Mail.--.....--.---- . sustets C-3. 
ees ..| C-3. 
Mormac Saga. .--.-.--------- sins OS. 
United States Lines--------- _.| American Clipper ----- Seasie C-2. 
American Forwarder-----------...| C-2. 
American Importer - ......----.--- C-2. 
PS ear C-2. 
American Traveller. --.--..-.---.-- C-2, 
American Leader. .-.....---.------ C-2. 
Pee CONG. ao esha ce las cee C-2. 
gg Bi ye ee ae C-2. 








Mr. Ewers. Secondly, we discussed the difference in the CASL 
approach and the Federal Maritime Board approach. 

I should like to offer for the record a memo of the changes which 
we proposed in the legislation and in the amendments which have been 
offered by Maritime. They are only two in substance: One, a differ- 





\S 


h 
n 


EXTENDING STATUTORY LIFE OF CERTAIN VESSELS 67 


ence in dates and the other whether the actionshould be mandatory 
or permissive on the part of the Federal Maritime Board: 
hen we have four or five of what we call technical amendments 
which take care of typos and things of that sort, none of which I think 
add any change in substance to the original formula of the: legislation. 
I should like ‘to offer those for the record and I ‘have copies‘here for 
distribution. ’ 
“Unless you want me to, I will not labor the technical. amendments 
because they require comparison with the statute and are rather tricky, 
(The memo follows:) 


Memo or CHANGES PROPOSED By CASL to H.R. 10646 anp IN THE AMENDMENTS 
PROPOSED BY THE F'EDPRAL MARITIME BOARD 


AMENDMENTS OF SUBSTANCE 


1. In the amendments proposed by FMB, “January 1, 1946” should be substi- 
tuted for “January 1, 1950’ wherever it appears, as to vessels eligible for 
adjustment. 

2. Instead of changing “shall” to “may” in line 20, page 3, of section 9 as pro- 
posed by FMB, CASL proposes that this should read: “shall, for companies 
holding operating differential subsidy agreements, and may for others,”. 


TECHNICAL AMENDMENTS 


8. In section 1, CASL concurs with FMB that all after “1936” on page 1, line 5, 
to the bottom of the page, be deleted, but CASL thinks there should be added 
“and section 4 of the Merchant Ship Sales Act of 1946.” 

4. Section 7. It is suggested that to the same effect but with greater clarity, 
section 7 should be amended to read: 

“Section 1106 (1), (2), and (3) are amended by striking out wherever they 
occur the words ‘the maturity’ and inserting in lieu thereof ‘twenty-five years 
from the’.” 

5. In section 9, in FMB’s amendment No. 5, after “contract” in (c) there 
should be added; ”, including but not limited to mortgage insurance contracts, 
commitments to insure mortgages under title XI, and mortgages.” 

6. From FMB’s Amendment No. 7, delete “802” as this seems amply covered 
in FMB Amendment No. 3. 

7. In section 9, page 4, line 8, change “undepreciated” to “depreciable.” 

8. In section 9, page 4, after “costs” in line 8, insert: “or contingent obligations 
for refund of construction differential subsidy or national defense features.” 


Mr. Ewers. Before I make the supplementary remarks for CASL, 
I ask that I be permitted to read now, but follow the remarks that 
Iam making for CASL, a statement which the president of Moore- 
McCormack Lines has asked me to present to this committee. It is 
addressed to the chairman under date of March 17, and it is not very 
long. I will read it: 


Moore-McCokRMACK LiNes STATEMENT 


In connection with H.R. 10646, the reasons so ably explained to you by Mr. 
Stakem as to why and how changing the life expectancy of ships from 20 to 25 
years for ships constructed after January 1, 1950, would be of mutual benefit 
to. both Government and industry and equally true, though perhaps in lesser 
degree, to those vessels constructed after January 1, 1946, and prior to January 
1, 1950. The difference in degree is not of such a nature as a warrant the 
proposed different treatment and we can think of no sound disqualifying dis- 
tinction. This is especially true of those vessels of our fleet which were de- 
livered by the builders during late 1946 and early 1947, to the design and con- 
struction of which we were able to give special attention, and which are not 
affected by war operations. While the application of extended life to our 
recently built two. combination-passenger cargo vessels, and, to our eight new 
cargo vessels now under construction, as well as future new construction, will 
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be most helpful, we cannot persuade ourselves of the wisdom of excluding the 
older ships to which we have referred. This is particularly true when the re 
duced depreciation load would help to offset the reduced earnings of many of 
the operators, without loss or expense to the Government, and is without 
prejudice to the vessel replacement programs. 

The witnesses of the hearing for the committee of American steamship lines 
will further amplify this position, and we hope that your committee will give 
these Views your usual careful consideration. 

That ends the Moore-McCormack presentation unless there are some 
questions. 

I might add that the 1946 date we believe is entirely defensible but 
it is what might be called a compromise date and, although it does 
have some of the complications discussed yesterday, it is unanimously 
recommended by the committee of American steamship lines. 

Mr. Totuerson. Mr. Chairman, could I ask a question there? 

The CHarrman. Yes. 

Mr. Tottzrson. Did I understand you, Mr. Ewers, to say that this 
completes the statement of Moore-McCormack ? 

. Ewers. Yes, for Moore-McCormack Lines. 

Mr. TottzFson. Mr. Moore says in his letter that those vessels of 
his fleet which were delivered by the builders during late 1946 and early 
1947 were given special attention. 

I gather from that that those vessels, then, were not built exactly 
like their predecessors during the war years? 

Mr. Ewers. No, sir. What happened to our ships is similar to what 
happened to Captain Clark’s ships as he described it yesterday. 

s the end of the war approached, it was obvious that you would 
not need any more a for the war effort and we were invited to take 
over certain shipbuilding contracts and we did on these seven ships 
as of August 1945, when the end of the war was in sight. 

Prior to that time, because of the war emergency, we had not been 
permitted to make changes in the vessels being constructed. 

The load in the yard would not permit various changes which many 
of the operators wanted and we were asked to reserve those for postwar 
treatment. 

Also, while the ships were building for Government account, the 
future owners were not permitted to give them the inspection which we 
were able to give to these ships. Nor were we able to add to the true 
war-built ships many of the additions which these ships contain. 

These ships have accommodations for 12 passengers. 

They have about 2,000 tons of extra fuel oil or heaid cargo space. 
They have about 60,000 cubic feet of refrigerated space as well as vari- 
ous other improvements, such as heavy lifts and things of that sort 
which were not on many of the war-built ships, and we have in our 
fleet, I think, something like 20 C-3’s. They fall, really, within three 
or four categories. 

The earlier built ships do not have the improvements of the later 
design but, as each new flight came out, what had been changes in 
the original flight became standard on the subsequent flights, and these 
seven O-3’s from Ingalls have been really the pride of Moore-Me- 
Cormack’s fleet. They are 1714-knot ships and, up until the affections 
changed from that type to the Mariner type, they were regarded as 
the best cargo vessels in the world. 

We admit that in certain trades the Mariner vessels may have some 
advantages over the latest model of C-3’s, but not enough to disqualify 
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the C-3 or the other vessels built. under similar circumstances while 
giving this concession to the Mariner types. 

I think that 1 would like to leave with the committee two thoughts 
and this is what troubles me, Mr. Chairman. The testimony ere 
has been unanimous and no one has taken any serious exception to 
the fact that this proposed change would in nowise be to the prejudice 
of the Government. 

Testimony of the owners is that it will greatly help them in reducing 
their debt load at a time when business has been off. 

I would say probably in the last year or two, there is no major 
genehip company whose earnings have not been reduced in the 
magnitude of $10 million or $20 million a year, Whether it is going 
to continue to recede or get better is anyone’s judgment, but the litera- 
ture around the world is rather pessimistic. 

There are simply more ships than there is cargo available and, while 
that condition continues, business is going to be bad. 

You will find those comments in the annual report of Lloyd’s 
Register of Shipping, the American Bureau of Shipping, and the 
Japanese newspapers of ships and shipbuilding. You will find com- 
ment on it inthe Scandinavian trade papers. 

We hope it gets better. If it gets better, we have just that much 
more margin to deal with. If it stays as it is or gets worse, we need 
this relief. For the love of me, if it is going to help us and not hurt 
you, I do not see why there should be any question about it. 

Mr. Minter. Mr. Chairman. 

The Cuarrman. Mr. Miller. 

Mr. Mizer. Could you document what you have just said for the 
record by citing the sources of your statements? 

You have told us that Lloyd’s have done this and certain newspapers 
have done that. I would like to see it documented so that it will not 
be just a matter of one man’s word. 

Mr. Ewers. I would be glad to do it for the record. 

Let me say this to you. I am not very bright and I do not pretend 
to be particularly honest, but I am not stupid enough to lie to you 
about anything you can check up on. 

Mr. ¥ r. I am not questioning you at all but I think it would 
make a much better case if we have it documented. 

Mr. Ewenrs. It has already been collected in another collection and 
it will not take very long to bring it up to date. 

Just so that you can see that we have problems, let me give you the 
age composition of the Moore-McCormack fleet and how we had to 
be beat around the head to take the 1946 date. We had 6 vessels built 
in 1941; 1 in 1942; 7 in 1948; 10 in 1944; 7 in 1945; 6 in 1946; and 
1in 1947. 

The January 1, 1946, date was labored in the CASL group and 
finally was the unanimous recommendation of all the companies 
involved so that we had to make some concessions. 

In the testimony before this committee yesterday, there was some 
discussion of the manner in which depreciation computed on a 20- 
year basis versus a 25-year basis would affect future earnings and 
recapture. 

In addition, there was a suggestion that depreciation on a 20-year life 
basis might possibly be of benefit to the Gevemntiveis by providin 
additional recapture since, in the example given, it was presum 
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that a vessel depreciated on a 20-year life would in fact be operated 
for 25 years. 

Under these circumstances, it is correct that in the last 5 years of 
a vessel’s operations, depreciation would not be charged and the results 
of such operations would be benefited by the exclusion of such 
depreciation. 

owever, it is also true that during the first 20 years higher deprecia- 
tion charges may have reduced recapture for those years. 
2 an one therefore, the depreciation charge against earnings is only 
elayed. 

At the present time, most of CASL members have executed new 20- 
year operating subsidy agreements which, for the most part, expire 
during 1977 to 1979. The expiration dates of our contracts you will 
a a an appendix to the annual report of the Federal Maritime 

oard. 

Vessels are even now being completed under these agreements and 
will be delivered progressively to the individual companies during the 
next 17 years. These replacements are staggered. Therefore, by the 
very nature of the phased replacement program, the contracts contain 
a built-in equalizer. Even more important, however, is the fact that 
these 20 years contracts cover two full 10-year recapture periods. 
Upon the expiration of these contracts, no one of the vessels con- 
structed under these agreements and only a few of the earlier vessels 
will have reached their 20th year and vice versa. 

Under these circumstances, there is only one concluston. Based 
upon the realistic appraisal of the present facts of the extension of 
the vessel life from 20 to 25 years by decreasing depreciation charges 
will enhance the prospects for the United States to obtain increased 
subsidy recapture. 

It seems to me that that is mathematically demonstrable. It does not 
need laboring. 

During yesterday’s hearing, Congressman Pelly discussed with some 
of the CASL witnesses the possibility that the adjustments which we 
are proposing might have some odious retroactive connotation. 

The bill expressly states that there shall be no retroactive adjust- 
ments. 

I have explained to you that they take the depreciable cost remain- 
ing on January 1, 1960, and spread it over the extended period, and it 
is specifically provided that that shall be without retroactive adjust- 
ment. 

Both Maritime and the CASL witness have emphasized the fact 
that that is the intended formula of implementation. 

(The following was furnished for insertion :) 

COMMITTEE OF AMERICAN STEAMSHIP LINES, 


Washington, D.C., March 22, 1960. 
Re H.R. 10646, 


Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


Dear Mr, CHAIRMAN: In the recent hearings Congressman Miller requested 
that a CASL witness document the outlook for the offshore dry cargo vessels. 

In the January 14, 1960, issue of Fairplay the leading British shipping journal, 
the “Look-Out Man’ quotes the Honorable Ernest Marples, the Minister of 
Transport— 
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“T am well aware that 1959 has been another difficult year for British shipping, 
as it has for world shipping generally. Depressed freight rates and laid-up 
shipping continue to be unwelcome signs of the times. There can be no easy way 
out of these difficulties, but I am certain that the shipping industries both of this 
country and of the world as a whole can and must find that way. For their 
part, the Government is anxious to assist by any means within its power. 
There is no need to remind them of the immensely valuable contribution to our 
national well-being in peace and war which is made by the shipping industry.” 
And comments— 

“A YEAR OF DEPRESSION 


“As Sir Nicholas Cayzer, president of the Chamber of Shipping of the United 
Kingdom, says in an article appearing elsewhere in this issue, British shipowners 
do not regret the passing of 1959. The several basic problems which beset the in- 
dustry at the beginning of the year are still with it, and, although some slight 
improvement in freight rates has occurred, it has been too small to make any ap- 
preciable impression on the shipping slump. Moreover 1959 revealed the full 
effets of unemployment in shipping companies’ accounts, and world laid-up ship- 
ping at the beginning of December amounted to over 900 vessels of nearly 7 
million tons gross. * * * One thing, however, is certain; the struggle will be 
long and hard for British shipping, and the sooner Government assistance (pre 
ferably in the form of reduced taxation) is given, the better.” 

The February 10, 1960, report of the American Merchant Marine Institute, 
Inc., on “Annual Status of the Dry Cargo and Passenger-Carrying Fleet” has 
this to say— 

“During 1959, as throughout the variable fifties, political and economic fac- 
tors had serious impact on the U.S.-flag dry cargo and passenger-carrying fleet. 
Even though surplus dry cargo tonnage laid up, worldwide, due to lack of cargo 
was reduced 37.8 percent last year, from 7.4 million deadweight tons to 4.6 
million deadweight tons at the beginning of 1960, U.S. tonnage in lay up in- 
creased. By January 1, 1960, U.S.-flag inactive privately owned tonnage totaled 
732,000 deadweight tons and represented an increase of 55 percent in the last 
12 months. Current inactive tonnage also represents a post-World War II 
January high for our privately owned dry cargo and passenger fleet. The prime 
reason for this extensive lay up has been the low level of dry cargo tramp 
freight rates. Even though there has been a very slight improvement in recent 
months, an overall improvement in freight rates is not likely, until the problem 
of surplus tonnage is resolved. The most reliable indicators of prosperity in the 
dry cargo trades are the freight rate index and the number of vessels laid up. 
At the beginning of 1960, rates were considerably below the break-even level for 
American-flag operators.” 

In the Annual Report of the Federal Maritime Board for 1959 are these 
comments— 


“OCEANGOING TRAFFIC 


“The volume of oceangoing traffic continued at a greatly reduced rate through- 
out the fiscal year. Primarily affected was the world chartering market which, 
due to its depressed condition, resulted in an unprecedented number of ships 
being laid up, predominantly tankers and dry cargo tramps. Consequently, the 
worldwide charter rates continued their downward trend of the previous fiscal 
year, reaching new lows which were considerably below the Maritime Adminis- 
tration’s fair and reasonable rates and generally were not compensatory for 
U.S. operators in the bulk trades. The liner trades were affected to a lesser 
degree. The factor materially contributing to the reduced volume of traffic was 
the decline of U.S. exports (comparison of the first 8 months of fiscal years 
1958 and 1959 indicated a drop of 12 million tons). In this connection, while 
U.S. export grain shipments exceeded those of the last fiscal year by some 3.5 
million tons, this increase was more than offset by a decrease of approximately 
15.6 million tons in coal exports. Other factors which contributed to the de- 
pressed market were: The continued presence and further advent of large, mod- 
ern, and faster foreign-flag freighters; the increasing number of large tankers 
under foreign flag adaptable to handling bulk grain or petroleum, and their 
ability to fix at rates with which most dry cargo operators could not compete. 
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“REGULATORY ACTIVITIES 


“During fiscal year 1959, cargo offerings continued to decline in the foreign 
trade of the United States. The reduced offerings resulted in intensified efforts 
of the steamship lines to obtain a share of the available cargo. These efforts, 
while generally legitimate, did give rise to an increased number of complaints 
and protests as to the employment of unfair practices, such as cutting of estab. 
lished tariff rates, misbilling, and misclassification of freight.” 

In the February 1960 issue of the Bulletin, American Bureau of Shipping, 
page 9, President Brown states— 

“Of considerable concern to all in the maritime trades throughout the world 
is the continuing slump in waterborne trade and its effect on the record number 
of freighters and tankers now in existence. After almost 3 years of this un- 
fortunate experience we started the new year 1960 with a reported 9 million 
gross tons of merchant shipping idle. Included in this huge total are new ves- 
sels which immediately upon completion were laid up. Among these are some 
of the largest tankships in existence. While there have been some indications 
reeently of a slight improvement in vessel employment, there apparently is no 
great activity in sight as yet. As a result of this, there is a huge surplus of 
merchant tonnage of all types. The increased competition for the traffic by 
this idle tonnage has driven freight rates to a low level and, of course, there 
will be no relief from this situation until traffic improves considerably and the 
overtonnaged condition of the tanker trades and dry cargo routes is reduced.” 

We are sorry to have to document such a consensus but the foregoing are 
representative of the international literature. We hope that these depressed 
conditions will not continue too long, but we must make every effort to reduce 
the impact. 

We believe the enactment of H.R. 10646, which will cost the Government noth- 
ing aceording to the testimony, will help. 

Respectfully, 4 
Tom KILLEFER, 
Executive Director. 


Mr. Peuty. I understood that, but the point that I was raising yes- 
terday was that to take those dates, either one or the other, is goin 
back where economic feasibility has been established and that it is 
sort of going to make it difficult, it seems to me, to get legislation 
through, difficult to justify the fact that when you have made a con- 
tract in the past you sweeten it up in order to help future contracts, 
that any ship in the future, to me, should be on its own merits, and 
that the purpose of this legislation is to make it easier to finance 
ships on the basis of the longer life of depreciation. 

Mr. Ewers. I do not know that I can answer the Congressman’s 
thoughts in kind but let me express it in my own way, if I may. There 
is nothing novel or unusual or caprehenaitile about an adjustment of 
a depreciation rate. When the vessel is built, you estimate how long 
you think it is going to last. Then there comes a time when that 
estimate has to be reviewed. Perhaps at that time, as of now, you 
know exactly when that vessel is scheduled for retirement. It is 
done every day. There is not a bookkeeper, an auditor, or anyone 
else who would not tell you that that is entirely approved practice. 

Mr. Petry. But the income tax people will not let you change. 

Mr. Ewers. The gentleman is mistaken. 

Mr. Petxy. I do not know about the Maritime deal but I know that, 
if you establish a building and start to depreciate it, suddenly if you 
change you mind because it is to your advantage to do so, you are 
going to have trouble with you income tax. 

Mr. Ewers. Someplace along my notes I have the citation of the 
internal revenue regulations exactly to that effect, that when the esti- 
mated replacement date of a unit has been changed the depreciation 
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rate shall be adjusted to be in accord with the different retirement 
date. 

Mr. Pexiy. I agree with you where you have a replacement in mind 
but where you are writing off an office building, where you do not have 
any definite schedule of replacement, you cannot do that. 

Mr. Ewers. Oh, no. You cannot juggle replacement there. You 
will see in the annual report of the Federal Maritime Board that all 
of our old units now have a specific replacement date. All of the 
companies which entered into long-range differential subsidy agree- 
ments have had their fleet replacement flowed out in a schedule so that 
instead of estimating the dates of replacement we know when these 
vessels are scheduled for retirement, and all we are doing is to adjust 
the depreciation rate to conform to that revised retirement schedule. 

As I say, it is done every day. As a matter of fact, your internal 
revenue regulations, and f cai give you the citation, specifically so 
require. 

Mr. Downine. Mr. Chairman, could I ask one question ? 

The Cuamman. Yes. 

Mr. Downrne. Is the witness addressing himself to cargo ships as 
against passenger ships and tankers? Are you just talking about 
liners ? 

Mr. Ewers. Only cargo and passenger liners. We did not purport 
to speak for or even of the tankers. 

Mr. Downtne. I have in mind, for example, the America which is 
about written off now, I imagine, on a 20-year life basis. The proposal 
is that she be turned in for $10 million. 

Mr. Ewers. I do not know anything about that. 

Mr. Down1ne. Which would be tax free under the proposal to re- 
place her with a sister ship of the United States. 

Mr. Ewers. Well, it does not work out quite that way. 

I think the gentleman is probably referring to the fact that there 
would be a tax deferment there. 

Let me explain that because it is a little bit tricky. 

We do not get anything for these old ships that we trade in. The 
Maritime Commission merely establishes a credit with the shipbuilder 
for our account and it means just that much less that the owner ulti- 
mately has to pay the shipyard. 

That is spelled out in mathematical detail in the construction con- 
tracts and in the construction differential subsidy contracts. 

Assuming the example cited by Mr. Pelly, taking the America, let 
us assume that she has been completely depreciated on a 20-year basis 
and she is traded in for a figure we will assume to be $10 million. That 
$10 million then becomes a shipyard credit which Maritime will pay 
to the shipyard on the construction costs of the new unit. 

From an Internal Revenue accounting standpoint, however, the 
base of the new ship is reduced to the extent of the untaxed gain on 
the old ship. 

If you had a $10 million profit, the new unit would have a book value 
of $10 million less. 

Now, in subsidized accounting, one time that gain was tax exempt 
as the Congress says, but in the closing agreement with the Treasur 
Department in 1940-some-odd, the subsidized operators agreed unani- 
mously that, instead of being totally exempt, it would simply be tax 
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deferred, and any time that you left the subsidy program your taxes 
would accrue in full rigor, so that it is not quite as simple as the Con- 
gressman expressed it. 

Mr. Downina. Would that be a capital gain at the end of the period 
that you refer to? 

Mr. Ewers. It could be a capital gain or a capital loss. 

Now, in the Maritime Commission accounting, capital gains and 
losses are excluded from recapture accounting. 

If you have a capital gain or a capital loss, that does not enter into 
the Government’s recapture. Whether the $10 million is a fair figure 
or not, I do not know, sir. 

Mr. Maruiarp. Would the gentleman yield? 

Mr. Downtna. I yield. 

Mr. Ewers. Just to continue in the same thought, it is the very old 
question of we think the allowances are too low and the Government 
thinks they are too high. Possibly what we get is a fair figure. I 
do not know. 

Mr. Marirtarp. Mr. Ewers, just to be sure I understand, taking this 
case that we have been using of $10 million for the America, the capi- 
tal necessarily employed would be reduced by $10 million on figuring 
recapture. 

Mr. Ewers. No, sir. The Maritime Commission does not follow the 
reduced base rule of the Treasury Department for subsidized account- 
ing. They take the full value. 

Mr. Matuiarp. So that, in this instance, the United States Lines 
would get credit for that $10 million ¢ 

Mr. Ewers. For C. & E. purposes. That is my understanding, Mr. 
Mailliard. There are a whole lot of things that other systems of ac- 
counting permit you to include in net worth that Maritime does not 
permit you to include in C. & E. 

I think in the Moore-McCormack example, with which I am most 
familiar, C. & E. is only about 60 or 65 or 70 percent of your actual net 
worth, so that there is that mental adjustment you have to make in 
thinking about that. 

I want to repeat again that there is no retroactivity in accounting 
and there is nothing unusual or novel or represensible about adjusting 
your depreciation date when the originally estimated date has hecnial 
a fixed or certain retirement date and, in the back of the annual 
report of FMB also, you will find the estimated retirement dates of 
quite a few of the companies and you can see how they are spread year 
by year over the next 15 or 16 years. 

Mr. Totterson. Mr. Chairman. 

The Cuamman. Mr. Tollefson. 

Mr. Tortxerson. Right at that point, eliminating the legislative 
aspect here and the Treasury Department which takes care of its own 
problems very effectively, would it be fair to say that in a sense this is 
a situation where you have a contract with the Maritime Administra- 
tion and you are seeking to renegotiate it but you cannot because of 
the law ? 

Mr. Ewers. That iscorrect,sir. That is correct. 

Mr. TotzteFrson. Furthermore, you and the Maritime are both will- 


ing to renegotiate? 
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Mr. Ewers. That is correct, sir. A great many of the features of 
this change in the legislation are permissive and not mandatory. For 
example, the law permits Maritime to issue a contract for 20 years but, 
as Mr. Stakem, I think, explained to you the other day, we have had 
them for all periods of time from 3 years to 12, 15, 17, as the case 
may be. 

omeone asked yesterday to be given a couple of figures. I have 
had my figure experts work on this example as to how we visualized 
this thing would work. 

Now, working out a homely example of the manner in which this 
adjustment of depreciation would work, one of my brighter associ- 
ates worked out this simple example. 

A vessel is delivered in 1951 at a cost of, say, $5 million. Depreci- 
ation accumulated for the 8 years ending December 31, 1958, on a 20- 
year life basis, where you would have 8 oe of depreciation of 
$250,000 or $2 million depreciation accrued as of January 1, 1960. 
That would leave a remaining depreciable cost of $3 million. 

If you retired that over the remainder of a 20-year life, your de- 
preciation would annually be $250,000 a year as it was for the previous 
period of time. 

If you retire the depreciable $3 million remaining over the 25-year 
base as is proposed by this legislation, your annual depreciation load 
would be only $176,000 or a reduction on each vessel of $74,000-some- 
odd a year. 

Even on an individual ship basis in these times that amount is not 
insignificant but the full import of it can only be reached by multi- 
plying that by 10, 20, 30, 40 times the new ships that we have con- 
tracted to provide under the replacement program. 

It would be a very, very great help to the operators. It would not 
cost the Government a nickel, and I just cannot understand where 
there should be any question about it. 

I have tried to reduce it to a simple homely base and that is what 
the legislation proposed. That is the way Maritime intends it to op- 
erate. That is the way CASL intends it to operate. There is no re- 
activity. There will be no cost or expense to the Government and it 
will reduce our depreciation load substantially in years when failing 
profits make it most desirable. 

Speaking for CASL and speaking for Moore-McCormack and 
speaking for myself, I urge your most serious consideration of this 
legislation. Even with the reduced depreciation load, progressively 
in years to come as each new ship is delivered to us our depreciation 
load is increased about $200,000 a unit over the depreciation load on 
our old ships, It gets to be a sum which represents very ambitious 
earnings at any time and almost an impossible load with the world 
shipping situation that I have described to you. 

The Cuamman. Mr. Tollefson. 

Mr. Totierson. I do not have any further questions. 

I just have a comment, though. I have been around in Congress as 
long as many Members. While I have been here I have been on this 
committee. I often wonder why some of these lines ever want to con- 
sider building any new ships and stay in the business. 
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Mr. Ewers. May I answer that, sir? I think this answer was right w 
cute. I think it was Burke Piper who said this. Someone said, 0 
“What did you ever get in the business for?” 

He said, “We were just stupid.” | 

I do not think that is quite the answer. If business is good and you v 
are making money, your usual profit motive is compelling together d 
with a certain amount of national pride but, if you think anyone would f 
ask us today why we went into it, [ am afraid I would have to take t 
the shorter answer. Business is bad. ¢ 

Mr. Totzerson. Well, you are stuck with it, of course. 

Mr. Ewrrs. It is like marriage. What are you going to do about 8 
it? V 

Mr. Totterson. The thing that concerns me, really, is the growing | 
lack of concern since I have been here about the welfare of the Amer- p 
ican merchant marine on the part of not only Congress but on the | J 
part of a number of other agencies of Government. ef 

opr Ewers. Well, I think that I ought to give you a comment on | n 
that. I 

You add up your picture and it does not look particularly good. | 
Maritime has a seasoner down there called optimism and it puts about ] 
10 percent or 20 percent of optimism on your figures and you are back ( 
in business. Whether that is going to work out that way I do not I 
know but, if you were not optimistic for the future, it would be a very 
dull picture indeed. I 


Mr. Totierson. I have no further questions. 

The Cuatrman. Mr. Miller. 

Mr. Murr. I have no further questions. 

I would like to make an observation, though, following what Mr. 
Tollefson has said as to his concern for the merchant marine. If you 
will note at this time there is a drive throughout the country to start 
replacing the MATS organization and building it up to take over 
the work that the merchant marine has formerly done in transporting 
troops. 

I faked on another committee the other day how long it would take 
them and if they felt they could support a division of troops by air 
to a foreign country and I was told very blandly, “Why, certainly. 
Give us the planes and we can do it.” 

Mr. Ewerrs. I think that is a very wise observation, Congressman. 
I would like to add this to it: that the administration and everyone 
else is trying to protect our balance of trade. They also have a pro- 
gram underway to try and persuade large shippers to patronize 
American vessels. 

No amount of subsidy, no amount of accounting changes, will let 
you break even unless you get the cargo and I hope everyone that can 
will cooperate in the movement to try to persuade shippers to patron- 
ize American vessels with their cargo, to patronize American vessels 
wherever they can in their travels. 

Mr. Miter. I am more concerned with the operation of an efficient 
merchant marine certainly in its economic phases but in its defense 
phases also. 

I just wonder, if some emergency arose where it would be necessary 
for us to evacuate the 200,000 dependents that we have in Europe, 
if we could do it by air without the assistance of the merchant marine 
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when we would be calling on every plane we have to get our materials 
of war there. 

I think we would be very shortsighted not to think of that. 

Mr. Ewers. When I was a young boy, I went in World WarI. I 
was in an impressionable age. I was going to fight the battle of 
democracy. They sent me to Europe on a British East Indian 
freighter, tiered four, with a half British and half Malayan crew, and 
to get any semblance of our self-respect back we had to lick the entire 
crew. 

When we wanted to come back home when the war was over, we 
stayed from September to June in Europe. When asked why we 
were kept there, we were told there were no transports. 

That is one of the reasons why I have taken such a deep interest 
personally aside from professionally in trying to see that there was an 
American merchant marine adequate not only for our commerce but 
for our national defense and I can assure you that I have devoted 
many, many hours gratuitously to try and further that accomplish- 
ment. 

Mr. Miturr. The British sent one of their new 30,000-ton prestige 
liners that is going to run from England to the Pacific into the port 
of San Francisco the other day and the San Francisco newspaper car- 
ried the story showing the pictures of the crew. 

There were Laska sailors and a Pakistani engineroom crew and it 
pictured typical ones. 

There was another picture of these people in their native dress. 
They could not leave the ship. 

This is part of our competition. 

If we are going to have a merchant marine, if we want to keep up the 
vaunted American standard of living, this is part of the competition 
that we have to meet and part of the thing we have to subsidize. 

Mr. Ewers. I realize that having a merchant marine is expensive. 
We have to fight each year for our appropriations. We have been 
fairly successful. 

In this case what we are asking does not cost a cent by way of ap- 
propriations, does not in anywise prejudice the Government. 

There are certain spheres in which it may actually work substan- 
tially to the benefit of the Government, and we urge that this commit- 
tee report this legislation out at its earliest convenience. 

The Cuamman. The observation I would like to make is that you 
and I must have gone to Europe in World War I on the same ship. 

Mr. Ray ? 

Mr. Ray. I just want to compliment the witness on an excellent 
statement. 

I have no questions. 

The Cuarrman. Mr. Downing. 

Mr. Downtne. I wish to compliment the witness, too. 

Mr. Ewers, in your opinion, what effect will this legislation have 
on the shipbuilding industry as such ? 

Mr. Ewers. I think it will help it. 

Mr. Downtnea. How do you arrive at that conclusion? 

Mr. Ewers. Well, in our contracts we have this agreed replacement 
date and there are only two excuses for not proceeding in accord- 
ance with the schedule. 
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One is now that the Government has not enough money appro- 
priated or, two, if we can show that it is not economically feasible 
to operate the new units. 

Now, to reduce the depreciation load would show a greater earning 
opportunity or maybe now I should say less probability of loss by the 
reduced depreciation and the companies, therefore, would not have to 
use so much of this 10 percent optimism ointment to go ahead with the 
program. 

We are always confronted with this picture. We have to contract 
now for a ship that we will not be able to use for 2 years. What is 
going to be the situation 2 years from now just depends on how you 

eel. 


As I say, at the moment it is quite pessimistic and the Maritime has 
to use a little bit of optimism ointment to sweeten the kitty. 

Now, to the extent that the depreciation load as an expense to those 
operations is reduced you have that much more opportunity to break 
even or make a profit. 

Have I explained that? 

Mr. Down1ne. You have but would it not in effect reduce the num- 
ber of ships to be built within, say, the next 10 years ? 

Mr. Ewers. No, sir. 

Mr. Downrne. It would not? 

Mr. Ewers. No, sir. The problem that you present is one entirel 
disconnected with this problem. That is whether we can get enough 
appropriations for all the ships that we are willing to build a year. 

This year we had 26 scheduled to be built in fiscal 1960 and fiscal 
1961. 

The operators were ready, able, and willing to build in accordance 
with that schedule. 

We got appropriations in each of those years for 14 ships. The 
money had to be allocated among the companies who were obligated 
and the rest of them were deferred for a later period. 

Now, the schedule of shipbuilding, in my opinion, and I have been 
in this business a long time, is directly tied into only one thing and 
that is how much money the Government is willing to put in as its 
share of the program. 

I honestly believe that the industry will be ready, able, and willing 
to carry out its obligations at any time the Government appropri- 
ates the necessary moneys to carry out its share of the contract. 

I would say I think you might even have a little more building be- 
cause, if we do not have to be saddled with this debt load or this in- 
creased depreciation load unnecessarily, you have just that much more 
earnings or just that much more opportunity for earnings or, putting 
it pessimistically, that much less risk of loss. 

So that, I think that the general attitude and the atmosphere of 
the industry would be substantially improved by this and financially 
it amounts to quite a large sum. 

Speaking of Moore-McCormack again, the results of this program 
would lessen our expenses between $1 and $2 million a year as of now 
depending upon which formula is adopted, as the programs progress 
and we have more new ships. 

I think we ought to say that we are already eight ships accelerate 
under the replacement program. We have contracted to build eight 
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cargo ships before their 20th year had arrived. Then we go along 
on that scale about four ships a year. 

Mr. Down1nea. Mr. Ewers, I do not want to belabor this too much, 
but I do want to clear up my own thinking. I know the industry 
wants a healthy maritime, wants all the merchant marine to be as 
prosperous as possible, but, assuming everything runs as it now is 
would not the effect of this legislation actually reduce the number o 
ships to be built within the next 10 years ? 

Mr. Ewers. No, sir. I cannot see how it would, Congressman. 

Mr. Downtne. A ship scheduled to be replaced at the end of 20 

ears would not under this legislation not have to be replaced for 
25 years. 

Mr. Ewers. She would still be replaced in 20 years under our re- 
placement schedule which is set forth year by year in our operating 
differential subsidy contract. To change that we would have to change 
the contract but there is nothing that this legislation proposes that 
would automatically create the situation the gentleman describes. 

If you do no get the appropriations, you are obviously going to 
have to readjust your building program. How, I do not know. Mari- 
time is optimistic of being able to restore appropriations for a larger 
number of new ships each year. Whether that optimism is well 
founded or not, I do not know. 

The CuairmaNn. Right at that point, when we opened these hear- 
ings, I referred to this table showing the age of ships and what was 
going to happen under the present program. 

In the Appropriations Committee hearings, on page 339, there 
was a discussion between Mr. Morse and Mr. Preston, the chairman 
of the committee, about what was going to happen to the age of ships 
and how old ships would be at the present rate of building, the age 
of ships at replacement, based on various replacement program 
levels— 

At the end of fiscal year 1960, there will be 261 old ships requiring replace- 
ment. This total consists of 229 war-built vessels, 29 Mariners, the SS United 
States, and the SS’s Independence and Constitution. The following table re- 
flects the age at which the 229 war-built vessels would be replaced (allowing 
2% years for delivery) under various annual levels of new construction. For 
example, it will be noted that an annual level of 14 new ships a year will result 
in 19 ships not being replaced until age 32. An annual level of 25 new ships 
a year will result in no ships operating beyond age 25. 

So that I want to insert this. We will put this in the record at this 
point. 

(The document follows :) 


In summary, the proposed program for fiscal year 1961 will provide: 


Sx Site .tenlacement.nprogram............Jdsencciniab besuuosas $106, 000, 000 

PMAodnisition of reniaced shine... ieee cies 14, 000, 000 

niemeerel and GevelopiiGnt.s<onncc- ea eseauteen 6, 000, 000 

D. Administrative and warehouse expenses____________________ 3, 000, 000 

Total. ....cateeilowsd sits tees ce to Soest 129, 000, 000 
JUSTIFICATION 


A, Ship replacement program, $106 million 

The 1960 aprpopriation provided funds for construction of 14 new ships for sub- 
sidized operators. In addition, funds sufficient for construction of seven ships 
were carried over from fiscal year 1959. This carryover resulted from (1) delay 
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in’ contract awards for five new ships under the west coast 6-percent differentia? 
provisions of the act—these contracts have since been awarded to west coast 
yards for construction of two ships for Pacific Far East Line and three ships for 
American Mail; and (2) decision by American Mail and Mississippi to each 
build three instead of four ships. Accordingly, the number of ships programed 
for contract in 1960 totals 21. 

Funds are requested in 1961 for a continuation of the same level as provided 
in the 1960 appropriation, namely, 14 new ships for subsidized operators having 
contractual obilgations for replacement. In view of present commitments to con- 
tract for replacement in 1961 being in excess of the number of ships budgeted, 
the funds will be allocated on a “first-come, first-serve” basis with priority given 
to those companies willing to satisfy the speed requirements set forth by the 
Department of Defense. 

The following tabulation summarizes the construction contracts awarded in 
1958 and 1959, those planned for 1960, and the proposed program for 1961, the 
latter representing a tentative allocation entirely dependent on the results of 
negotiations with all operators having contractual commitments: 
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Number of ships 1961 program 











1958 | 1959 1960 | Number Cost 
| Of ships 
a got atienshtdeieiatcaaeiaaedete tae 
| Millions 
American Export Lines, Inc._....-.-..--- 4 4 | Tet 4 ry 
American Mail Line, Ltd-_-.._.-..----- eee A eee ee 
American President Lines, Ltd-_.--.-.--- ; ae : ae Sa 
Farrell Lines, Inc___....-.-- phpihh = 44S0bb Ron 44444b63 Beech’ 
CS Beane tienes encsnccaloons 
Lykes Bros. 8S Co., Inc.___.--.--------.-- 5 4 
Mississippi Shipping OCo., Inc. ............|--.--.--.--. 3 
Moore-McCormack Lines, Inc__-_.--_---- 4) 3 
Bactfie Far Bast Lime, Ine.45..- 4060... suhact--auas wemeuae be di BD hvacecesd.«. 
Eee PUD NOG osc d. gnc ac qeuhcecnse ae eid tate bee. 
United States Lines Co_...-_-..-.---.---- 














B. Acquisition of replaced ships, $14 million 


It is requested that funds be made available to acquire the vessels contem- 
plated for replacement under the ship replacement program. Construction of 
14 new vessels is scheduled in 1961. The fund requirement is based on an 
estimated average of $1 million per vessel. This reflects past year experience 
factors with a corresponding decrease in the average cost from $1,250,000 per 
vessel as formerly used for budgetary projections. 


C. Research and development, $6 million 


The research and development effort of the Maritime Administration is di- 
rected toward improving the competitive position of the U.S. merchant marine 
and reducing construction and operating subsidy requirements. The proposed 
program for 1961, in summary below and detailed in the following justifications, 
consists of: 


1. Component development and special studies._.._.-......-------- $1, 900, 000 
ET I i anvne tints cnneranin pape Soeainetio cin ain eamieeipepennieins 500, 000 
3. Nuclear research and development_____------_-----. ~~~ a. 1, 750, 000 
& Gaseouled reactor system... tenses 1, 850, 000 






NUMBER OF REPLACEMENT SHIPS REQUESTED 


Mr. PRESTON. On this matter of ship construction we have already estab- 
lished in the record this morning, upon questioning the Under Secretary for 
Transportation, that you requested replacement of 26 ships in the 1961 budget. 

Mr. Morss. I think that is a misunderstanding. We requested 34 ships of 
Commerce. 
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Mr. Preston. Perhaps I am stating the question wrong. The Secretary of 
@ommerce requested the Bureau of the Budget 26 ships and they approved 14. 
You requested how many of the Secretary ? 

Mr. Morse. Thirty-four. 

Mr. Preston. They approved 26? 

Mr. Morse, Yes. 

Mr. Preston. The Bureau of the Budget reduced that to 14? 

Mr. Morse. Correct. 

Mr. Preston. It is interesting to note the wide variance of figures we have 
here in this important area from 14 to 34. The agency charged with adminis- 
tering this program believes it should be 34 and the Bureau of the Budget be- 
lieves it should be 14. That leaves Congress in a difficult position in arriving 
at a correct figure. 

Of course, I do not hesitate to say that I would rely heavily upon the judg- 
ment of the Maritime Administration as between yourselves and the Bureau of 
the Budget. 


EVALUATION OF MOBILIZATION REQUIREMENTS BY DEFENSE 


Have you had any recent advice—let me first ask if you have sought any 
recent advice—from the Defense Department as to what its position might be 
with reference to national security and the maintenance of a merchant fleet? 

Mr, Morse. I will have to answer that in two ways. We have a joint team 
which surveys the mobilization requirements. The last report from that group 
of which I am aware was dated some time in May of 1959. 

Mr. Preston. You have had nothing new since then? 

Mr. Morse. Not from that group, but I am aware of the fact that the Defense 
Department, I believe at the request of the Secretary of Commerce, is reevaluat- 
ing what it believes is the mobilization requirement for a merchant marine. I 
have not seen anything tangible as a result of that reevaluation. 

Mr. PReston, I agree with that statement. 

It would occur to me that it is time we were having something very definite 
from the Department of Defense in this regard. 


EFFECT OF REDUCTION IN SHIP REPLACEMENT PROGRAM 


Mr. Morse. I might volunteer, Mr. Chairman, that we could live with a regu- 
lar annual 26-ship replacement program to replace existing ships. This would 
permit us to replace all of these ships by the time they attain 25 years of age. 

As related to the contracts with the operators, we will have a lag at the end 
of this fiscal year of 30 ships, in part due to budgetary limitations and in part 
due to the desire of some of the operators who already have contracted for some 
of their ships to defer some of their second and third flight buildings. 

If we were to go along on a 14-ship basis we would not complete the replace- 
ment program until 1977, and the average age of the ships would be over 25 
years, the replaced ships would be over 25 years each. 

For example, I have a chart made up which details what the ages of the 
ships would be assuming they were built regularly at 14 a year, 15, 16, 20, 23, 
24, and 25. 

Mr. Preston. Might we insert that in the record? 

Mr. Morsg, I will supply it to you. I will have to put in some informational 
material so it will be intelligible. 

Mr. Preston. Very well. Insert that in the record. 

(The information requested follows :) 


“AGE OF SHIPS AT REPLACEMENT BASED ON VARIOUS REPLACEMENT PROGRAM LEVELS 


“At the end of fiscal year 1960, there will be 261 old ships requiring replace- 
ment. This total consists of 229 war-built vessels, 29 mariners, the SS United 
States, and the SS’s Independence and Constitution. The following table reflects 
the age at which the 229 war-built vessels would be replaced (allowing 2% 
years for delivery) under various annual levels of new construction. For ex- 
ample, it will be noted that an annual level of 14 new ships a year will result 
in 19 ships not being replaced until age 32. An annual level of 25 new ships 
a year will result in no ships operating beyond age 25. 
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Number of ships by age at replacement 
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Mr. Preston. We are not benefiting fully from the terms of our operating 
subsidy contracts when we do not require replacement of the ships. This, in 
effect, results in an advantage to the operator who does not have to make an 
outlay for his portion of the replacement costs, and he continues to operate an 
old and rather obsolete ship, and we are making the subsidy payments and not 
getting a new ship in place of the old one which was the real reason for entering 
into the contract in the first place. Is that a fair statement? 

Mr. Morse. Yes. I would not say it in quite the same language but I would 
say that is a fair statement of the picture. 

Mr. Preston. However, I might say by way of further explanation that I think 
the contracting shipping companies are perfectly agreeable to the replacement 
program. 

Mr. Morse. They are. As I indicated earlier, Moore-McCormack has con- 
tracted for nine ships. Under their contract they have an obligation to contract 
for a third flight of ships in 1961, I believe it is. 

They have suggested, and we have concurred because of the limitations on the 
funds available, that we defer that third flight an additional year because with 
our limited funds we want some of the other lines who have not proceeded as 
far with their replacement program to get into the swim. 


EFFECT OF DEFERRAL OF SHIP CONSTRUCTION PROGRAM 


Mr. Preston. Mr. Rooney, do you have any general questions at this time? 

Mr. Rooney. That is the situation with regard to all of our steamship lines, 
is it not? You have deferred the ship construction program for at least a year 
with regard to practically all of them? 

Mr. Morse. In the aggregate by the end of this year, there will be a deferral 
of 30 ships. The lines have moved along. 

Mr. Rooney. From the justifications it seems to me that you have the same 
Situation with regard to all of these lines, do you not? 

Mr, Morse. There has been a lag pretty much across the board, yes. 

Mr. Rooney. This will result in scrapping the original act which provided for 
replacement in 20 years and would cause the replacement to take place perhaps 
7 or 8 years beyond what the Congress originally intended. Is that correct? 

Mr. Morse. That is correct. 

Mr. Rooney. There is the matter of safety to the passengers and the crews 
of these ships involved here, is there not? 

Mr. Morse. No, I think these are all safe ships. They are well-maintained and 
well-inspected ships. I do not think there is any real hazard. 


INCREASE IN FOREIGN-FLAG VESSELS 


Mr. Rooney. At the same time, when we defer what was intended to be a 20- 
year replacement program, and at a time when the American public thought we 
would have the superliners, what have our competitors been doing? Would you 
discuss that, please? 

Mr. Morse. Foreign-flag cargo vessels have been built all over the world at a 
very high level of building, so much so that there is a surplus in world tonnage. 
That is one of the reasons there is a depression in the shipping industry at the 
moment. 

There have been quite a number of new passenger ships which have been built, 
particularly in Holland, Germany, and France. 
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Mr. Ewers. I think it might be helpful in some of the inquiries to 
just give you our replacement schedule as it is set forth in the opera- 
tional-differential subsidy agreement covering Moore-McCormack 
known as FMB No. 48 revised. 

These are the dates when our contracts must be awarded. 

The actual delivery of the ships would be two years hence. 

Sometimes the tables are set up by delivery dates. Sometimes they 
are set up by dates by which the contracts have to be awarded. There 
is a 2-year lag there. 

This table is set up on the contract to be awarded basis: 1958, four 
ships which we have built. They are now being constucted. 

1958, three ships which are now being construeted plus an additional 
one for which I made application which went to invitation on March 
15; 1960, four ships; 1961, four ships; 1962, three ships; 1963, four 
ships; 1964, four ies 1965, two ships; 1966, four ships; 1967, three 
ships; 1968, four ships; 1969, four ships, and by that time we will be 
a some of the replacements. 

Mr. Downtna. My question is, Mr. Ewers, if this legislation be- 
comes law, would those dates be moved further back by a period of 5 
years? 

Mr. Ewers. No, sir. 

Mr. Downtna. They would not? 

Mr. Ewers. No, sir. 

Mr. Downtnea. That answers it. 

Mr. Ewers. They may be moved back 5 years or even more if you 
do not get the appropriations to pay your share of the bill. 

Mr. Downtina. I am aware of that. But otherwise they would be 
built as scheduled. 

Mr. Ewerrs. They would be built as scheduled; yes. 

Mr. Down1nea. Are you in a position to comment on the inclusion of 
tankers in the legislation ? 

Mr. Ewers. The only thing I can say about tankers is this. If they 
want this and it does not cost you anything, give them what they want. 
What they want I do not know. 

Mr. Downtna. Mr. Chairman, I noticed we are coming to the end 
of our list of witnesses and so far we have had nobody testify on what 
effect this legislation would have on tankers. 

The Cuarrman. They have a witness. 

Mr. Downtne. They do have a witness ? 

The CuarrMan. Yes. 

Mr. Downtne. That is fine. 

That is all my questions. Thank you, sir. 

The CuarrMan. Mr. Mailliard. 

Mr. Marurarp. Mr. Chairman. 

Mr. Ewers, would you address yourself a little bit to the factors 
that are involved in the disagreement between CASL and the Mari- 
time Board on this mandatory as against permissive question ? 

Mr. Ewers. Yes, sir. Speaking for the CASL group only, if this 
is sound, we think that Maritime should be mandated to doit. Now, 
when it is permissive in the ordinary administration of permissive 
factors, somehow or other they get embroiled with collateral un- 
related considerations. 
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Somebody wants a little something for exercising their discretion. 

While Maritime has been very modest about those collateral con- 
cessions, there has been requests, “Since we are doing this why don’t 
we go ahead and do that?” That is not an unfair criticism. It just 
seems to be human nature. 

If you have a discretion you want to find out how you can get the 
most out of that discretion. If you are mandated to do it, why, you 
do not have to worry about that. 

Now, in the CASL amendment we did this. We do not know any- 
thing about tankers. We do not know what they want. We do not 
know how Maritime feels about them. They may have a problem. 
This program is open ended to this extent as we propose it: that with 
respect to vessels holding dry cargo and liner passenger liners, Mari- 
time shall make these adjustments. With respect to any other types 
of ships they may. 

Now, whether Maritime wants to do it or whether the tankers want 
to do it, I do not know, but at least the door is left open in our legis- 
lative draftsmanship to make permissive the extension of these ad- 
justments on a permissive basis to any type of vessel other than those 
for whom we are speaking. 

Mr. Matiurarp. Where you propose this wording in the second rec- 
ommendation of amendments of substance, would you explain exactly 
to what that applies, because the legislation had quite a number of 
features in it ana I would like to get clear in my mind as to what is 
mandatory if we make it mandatory. What do they have to do? 

or. Ewers. For which type of operator, the ones for whom we 

k 
vas, Marcurarp. Yes. 

Mr. Ewers. As of January 1, 1960, they have to reflow depreciation 
on the new basis on all vessels which are eligible. 

Mr. Maru1arp. Does this affect the question of extending the mort- 
gages or rengeotiating mortgages ¢ 

Mr. Ewers. Mortgages would be extended. 

Mr. Maruuiarp. Would that be mandatory ? 

Mr. Ewers. That would be mandatory for the type of vessels for 
whom I am speaking, sir. It would be permissive for any other type. 

Mr. Mauuiarp. Supposing you ran into difficulty with a private 
lender that was holding an insured mortgage ¢ 

Mr. Ewers. The legislation provides that it shall only be adjusted 
to the extent that the mortgagee is willing. 

Mr. Mamuiarp. This is the kind of thing I am trying to get at. I 
am a little afraid of sort of blindly accepting this mandatory pro- 
vision until I know what is going to be mandatory. 

Mr. Ewers. One of your neighbors proposed this question. Sup- 
pose we have a title XI mortgage and suppose the mortgagee for rea- 
sons best known to himself did not want to extend the date of the 
mortgage to 25 years but was willing to adjust depreciation deposits 
to that basis, and we tried to accommodate that in this legislation by 
stating that only to the extent that the mortgagee agrees will you make 
these adjustments. The third party is fully protected across the board 
in these provisions but where it is simply a Government mortgage, a 
purchase money mortgage, such as on the Mariners, then we think 
that that deferred purchase price should be extended to conform with 
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our revised depreciation schedule since probably one will be used 
argely to retire the other. 

Mr. Maruizarp. Are there other sections of the act to which this 
mandatory feature would apply that we ought to know about? 

Mr. Ewers. Well, let us divide it into two parts. 

Any new vessel being built under the act from January 1, 1960, on 
would have the benefits of all of the adjustments because the statute 
itself has been changed, but with respect to vessels built prior to 
January; i, 1960, they would only be adjusted back to the date agreed 
upon, a Penpals date of January 1, 1960. The vessels holdi 
operating differential subsidies would have the January 1, 1960, ade 
justment as a matter of right. Any other type of vessels, coastwise, 
intercoastal, tankers, or anybody else that may have operated under 
the act will get it only by permission or by mutual consent with Mari- 
time. 

Mr. Matiarp. Let me ask you one other question which I think ties 
in with this. If we accept the January 1, 1946, date, and we take, for 
example, a vessel that is delivered in 1946, this year it is 14 years old 
so that it is depreciated at 5 percent a year for 14 years. 

Mr. Ewers. It used to be 70 percent. 

Mr. Maratarp. That is 70 percent. It has 30 percent remaining 
which will now be spread over how many years ? 

Mr. Ewers. Over 11 years. 

Mr. Mastuiarp. If, under your replacement program, that ship is 
actually scheduled for replacement before the expiration of the 25- 
year life, it is going to have some undepreciated value. From your 
knowledge of the general situation, is it likely that the depreciated 
book value on any of those vessels would exceed the market value? 

Mr. Ewers. There is no way of telling, Congressman. 

Libertys are selling today for two and three hundred thousand 
dollars that a year ago were bringing $1 million and $1,200,000. 

Mr. Marurarp. There are no Libertys involved in the group. 

Mr. Evers. The variation is similar in the other types of vessels. 
The world vessel market varies greatly. 

Let us put it this way. We have not yet had that experience. We 
have not yet had the experience where the remaining value of the vessel 
was less than the world market value or world market value less 10 
percent. Such a situation could occur. 

Mr. Mar1arp. If it does occur, what does the law require Maritime 
to do as far as making a trade-in allowance is concerned ? 

Mr. Ewers. Nothing. It just simply pays you world market less 
10 percent. 

Mr. Mattiarp. That isnot the way the law reads, is it ? 

Mr. Ewers. That is one of the factors which the law authorizes. 

Mr. Mariu1arp. There is no 10 percent in the law that I know any- 
thing about. 

Mr. Ewers. Well, I could spend a half a day objecting to it but that 
is the formula Maritime is applying. 

Mr. Marmu1arp. Yes, but what is the law? The law requires Mari- 
time to pay a fair value for trade-in based upon world market value, 
scrap and depreciated book value, is that correct ? 

Mr. Ewers. Yes. 
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. Mr. Mattirarp. So that Maritime would still have discretionary au- 
thority. They would not necessarily be compelled by law to pay de- 
preciated book value if it should exceed world market value. 

Mr. Ewers. That is correct. 

Mr. Maitxiarp. ‘So that discretionary authority is not removed even 
though this becomes a mandatory provision. 

Mr. Ewers. That is right. Now, the question was asked, what hap- 
pens to that unearned depreciation ? 

Mr, Matxu1arp. It becomes a credit. 

Mr. Ewers. It becomes a part of the shipyard credit. That is all. 

Some people say that if it were less you might take a capital loss 
but it does not. work out quite that way in our method of accounting. 

Mr. Mattiarp. That is all, Mr. Chairman, 

The Cuarrman. Mr. Casey. 

Mr. Casny. I have no questions. 

The Cuarmman. Mr. Pelly. 

Mr. Pecty. Thank you, Mr. Chairman. 

I would like to go back to the matter of this date. Why should 
there be any date at all ? 

Mr. Ewrrs. Because the relief is needed and the further back you 
take the date the greater the relief. In neither event does it cost you 
anything. 

Mr. Petty. How many vessels that are under subsidy are in opera- 
tion ¢ 

Mr. Ewers. 250-some-odd, I guess, something like that. 

Mr. Petty.’ How many of those were built, say, between January 1, 
1940, and January 1, 1946? 

Mr. Ewerrs. Of those? 

Mr. Petuy. Yes. 

Mr. Ewers. All except 40, substantially. 

Mr. Peniy. In those vessels that were built during that period, there 
isa very limited or small undepreciated value? 

Mr. Ewers. That is correct. 

Mr. Petty. Therefore, if you include them all, you really would be 
adding very little to the amount that would be allowed to be extended ? 

Mr. Ewers. That is correct, sir. There might be some of them old 
enough so that they would not have any adjustment at all because, re- 
member, we started the C-type vessel replacement program in 1939, 
1940, and 1941. 

Mr. Totterson. Will the gentleman yield? 

Mr. Petiy. Yes, Mr. Tollefson. 

Mr. Totierson. I am not sure that the witness understood the 
question. 

You asked how many ships were built between 1940 and what date? 

Mr. Petty. Between 1940 and 1946 that are under operating sub- 
sidy today. 

Mr. Totierson. The answer was 250-odd. 

The Wirness. He asked how many were under subsidy and I said 
approximately 250. He wanted to know how many there were be- 
tween 1946 and 1950 and there are approximately 40, so that the re- 
mainder would have been built before 1946 substantially. 
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There are some vessels that would have been built since the 1950 
date, the Mariner type, the Constitution, the Independence, the Bra- 
zil, and Argentina, and a few more. 

Mr. Petty. The way I understood the answer to your question it 
would be that there are 210 that would have been built between 1940 
and 1946 and about 50 between 1946 and 1950. 

Mr. Ewers. In that magnitude. 

Mr. Petiy. But of that 210, there is a very small useful life remain- 
ing today under the 20-year life. 

r. Ewers. That is right. 

Mr. Petty. What would it actually amount to if we eliminated an 
date and took any vessel today that was under operating subsidy whisk 
had a remaining life under the 20-year contract? What actually are 
we talking about? 

Mr. Ewers. In the case of one operator from whom we received an 
estimate, he might have his depreciation load reduced by another $1 
million, say, if you went all the way back, because, you see, the thin 
in terms of which the Congressman does not think is that the indi- 
vidual ship may not represent a substantial sum but you multiply that 
by the size of your fleet, such as the Moore-McCormack fleet, with 48 
units and a $5,000 or $10,000 difference a vessel aggregates somewhere 
in the neighborhood of a half million dollars. 

Mr. Petry. We were told, for example, that the ships that were con- 
structed during that particular period, I suppose due to the difficulty 
in getting strategic metals, would not be included. 

Mr. Ewers. Let me cite to you what influenced the CASL group in 
arriving at the date of January 1, 1946, the greatest factor, from my 
participation in the discussions. 

No vessel delivered after January 1, 1946, had any war service at 
all. They were not pressed. They were not abused, and for that 
reason we felt it was a good date upon which to compromise. 

In addition to that, the vessels that saw war service were operated by 
any number of operators, whereas the vessels delivered after January 
1, 1946, have remained under the control of the original purchaser 
from that time to this. 

I think those were the two most important factors which caused 
CASL to arrive at the January 1, 1946, date. 

There was discussion that the date should be an earlier date. 

Mr. Petry. There does not need to be any date at all if you are going 
to take a 20-year life. 

Mr. Ewers. That is right. I had the same thought, Congressman, 
but we were outvoted. 

Mr. Petuy. Unless it is already in the record, could we have someone 
ee in the record the remaining life of the 40 ships that were built 

tween 1946 and 1950? 

Mr. Ewers. I did that. 

Mr. Petxy. That is fine. I will read the record. 

Mr. Ewrrs. I submitted that. We obtained it from Maritime. I 
do not know whether we have the dates that they were built but that can 
be added easily. 

Mr. Mariarp. Will the gentleman yield? 
Mr. Petuy. Yes. 
Mr. Marxuiarp. Another question occurs to me. 
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I think we ought to have the answer for the record, 

What happens to a company which is not now subsidized but which 
may shortly become subsidized with regard to their replacement re- 
quirement? Would this, in any way, inhibit the Martime Board from 
requiring them to replace ships prior to 25 years? 

Mr. Ewers. I do no think so. I will tell you how ours was arrived 
at, if you are interested. 

The National Defense Board prepared a schedule showing that, to 
maintain shipyards at this minimum national defense strength, you 
needed 36,000 shipyard employees which would form the nucleus of 
the wartime necessities. They took all of the commercial ships that 
had been built and they found that 1964-65 was the peak. It very 
nearly went out of the top of the page. They took that peak and just 
swashed it down until it was on an almost level basis and then they 
took each operator and analyzed their replacement requirements and 
stuck those in where you could spread out the national defense require- 
ments. 

Each year the total number of vessels that had to be replaced are 
supposed to equal that smashed down peak. 

Mr. Maruiarp. I understood that, but I was just wondering if 
we passed this bill with your mandatory provision in it if the Federal 
Maritime Board is not going to be in a rather difficult. position if they 
take a newly subsidized line with which they have no agreement for 
replacement ? 

It seems to me that there could be quite a substantial argument on 
the part of that line to say, “Well, Congress has established a 25-year 
life for these ships. You cannot make us replace them before that.” 

Mr. Ewers. Congressman, you are right. There always is an argu- 
ment but strange as it may seem in this shipping business, you always 
get the unexpected. 

Let us take operator A, who is not yet under subsidy. He is given 
a subsidy contract and he comes up to negotiate his replacement 
schedule. Many of them will want to accelerate because the vessels 
which they have now may not be as competitive with the foreigners 
- they py they should be so that they would want to accelerate a 

it maybe. 

Other operators may very well advance the argument you suggest, 
but Maritime, I am sure, will not give them an operating differential 
subsidy contract unless they have a replacement program which is 
entirely satisfactory to FMB. 

Now, outside of that rough rule of thumb as to how they arrive 
at it, there are, of course, many, many other influencing factors, but 
Maritime is going to see that there are enough ships built every year 
to meet whatever requirements national defense comes up with and to 
try and keep the shipyards of this country in a healthy condition. 

Mr. Mamu1arp. Mr. Ewers, would it also be a fair statement that if 
somebody is operating a ship which is in fact overage that the expenses 
of operating it become sufficient that he would probably be pretty 
anxious to get rid of it? 

Mr. Ewers. Yes, sir. That could be. You will find that some of 
these ships and not necessarily the older ones but some of the younger 
ones have expensive deficiencies. They may need a new turbine or a 
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new bull gear or something costing a couple of hundred thousand dol- 
lars. They may be anxious to trade that one in. 

I can assure you, from my own experiences from negotiating or 
assisting in the negotiation of some of these contracts, that Maritime 
gives you the replacement schedule it thinks that you should have, 
You can rave and rant all you want but ultimately substantially that 
is what you get. 

Mr. Petry. How about a ship that has been modernized? At what 
date is that deemed to be delivered ? 

Mr. Ewers There is a provision in the law in both title V and title VI 
that where a vessel has been substantially renovated or rebuilt that 
the Maritime Commission, in collaboration, I think, with the Coast 
Guard or someone else, may agree upon an extended life for that 
particular ship. That is already in the law. 

Your Mariposa, your Monterre y, where they were reconstructed 
and cost $10 million, that vessel has already received an extended life 
under that provision of law. 

(The following was furnished for insertion :) 
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THE OCEANIC STEAMSHIP Co., 
Washington, D.C., March 29, 1960. 
Hon. Hersert ©. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
U.S. House of Representatives, Washington, D.C. 

DeaR Mr. Bonner: On Friday, March 18, before the Merchant Marine Sub- 
committee, Mr. Ira Ewers in his testimony on H.R. 10646 made reference to the 
SS Monterey and the SS Mariposa. His statement suggested that these vessels 
were granted an extended life by the Federal Maritime Board at the time of 
their conversion from mariner to combination passenger vessels. Following is 
the testimony quoted from pages 189 and 190 of the stenographic transcript of 
hearings, March 18, 1960, on H.R. 10646: 

“Mr. Ewers. Your Mariposa, your Monterey, where they were reconstructed 
and cost $10 million, that vessel has already received an extended life under that 
provision of law. 

“Mr. Preity. If that extension had actually, as it could have, exceeded the 25 
years, where the “shall” is in here they would not adversely deduct the 
difference? 

“Mr. Ewers. I am glad the Congressman mentioned that because I think the 
Maritime used the 25-year basis on that extended-life project.” 

The SS Monterey was converted on December 28, 1956, and will be fully de- 
preciated December 18, 1972, giving a depreciation period from conversion of 
just under 16 years. The SS Mariposa was converted October 9, 1956, and will 
be fully depreciated April 3, 1973, giving a depreciation period from conversion 
of a few months over 16 years. These depreciation periods were computed to 
expire 20 years from the date that the respective Mariner vessels were launched. 

The SS Mariposa and SS Monterey after conversion are carried on the com- 
pany books at a cost of approximately $13,500,000 each. 

Mr. Ewers tells us that what he was trving to convey was that whether the 
life expectancy is 20 years, as under the present law (sec. 607(b)), or 25 years 
under the law as it is proposed to be amended, the following would still apply: 

“Except that the life expectancy of a vessel which shall have been or is to be 
wholly or partially reconstructed or reconditioned shall upon request be deter- 
mined jointly by the Secretary of the Treasury and the Commission, and the 
depreciation charges on such vessel shall be computed on the life expectancy so 
determined”. 

The life expectancy of some vessels may have been extended pursuant to this 
exception under the old law and could continue to be extended even if the law 
were amended as suggested. Even though the Mariposa and the Monterey may 
have been eligible for such extended life, this was not done in their case. 

It would be appreciated if you would have this letter placed in the record to 
correct any misunderstanding that may have occurred. 

Sincerely, 
A. J. Pessei, Vice President. 
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Mr. Pexiy. If that extension had actually, as it could have, ex- 
ceeded the 25 years, where the “shall” is in here they would not ad- 
yersely deduct the difference? 

Mr. Ewers. I am glad the Congressman mentioned that because I 
think the Maritime used the 25- -year basis on that extended life project. 

Mr. Petxy. If there was any difference and it actually worked out 
to when the original hull was built plus the time of modernization, 
and suppose it ran 28 years, how would this amendment reconcile 
itself ¢ 

Mr. Ewerrs. If the vessel had been rebuilt ? 

Mr. Petty. Yes. 

Mr. Ewers. There is provision in here for extension to the rebuilt 
extended date the same as in the old law. 

Someone mentioned the two Moore-McCormack ships that preceded 
our present two. It is true that they were in operation for almost 30 
years, but I think it would be only a half-truth because twice during 
their career they were rebuilt at a cost of $8 million or $10 million, 
on the last occasion at least. 

Ithink that can be accommodated under the old section. 

Mr. Petty. Well, there recently have been some major changes in 
ships to adapt them to containerization ; is that correct ? 

Mr. Ewers. Yes. 

Mr. Petty. Is that deemed to be a modernization and a major over- 
haul and under the present law you can extend the life ? 

Mr. Ewers. I do not know, sir. Are you speaking of the two 
Grace container ships? 

Mr. Petty. Yes. 

Mr. Ewers. I do not know whether they asked for it or whether 
Maritime gave it to them or denied it, sir. 

Mr. Petty. I was just exploring this idea of how this particular 
proposal for putting “shall” for companies operating under differential 
subsidy agreements would be affected by the law. 

Mr. Ewers. I do not know ,sir. We did not explore. 

Mr. Perry. I assume that Maritime would come in with a report 
on the basis of your proposed change to “shall” and in that case they 
would explore it. 

Mr. Ewers. I would think under the old statutes they could extend 
the life where a vessel was substantially altered, such as the two 
Grace container ships. There were substantial alterations. 

My recollection is that it cost about $3 million to change the ships, 
and they had to spend as much more perhaps for the containers them- 
selves. 

The CHatrmMan. Counsel has a matter he wants to take up with you. 

Mr. Drewry. Mr. Ewers, I have no questions. I believe all that 
I had have been pretty well answered, but there was some mention 
yesterday of possible tax implications in this which is a matter which 
is personally very much beyond me, but I think it might be useful 
to read into the record at this point the report of the Treasury De- 
partment on this bill. 

Marcu 4, 1960. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H.R. 10646, “To amend the Merchant Marine Act, 1936, in 
order to extend the life of certain vessels under the provisions of such act from 
20 to 25 years.” 
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The proposed legislation would extend the statutory life of merchant vesgels 
subsidized under the Merchant Marine Act, 1936, from 20 to 25 years. 

The proposed legislation is not of primary interest to this Department, and the 
Department has no comment to make as to its general merits. 

Very truly yours, 
(Signed) Davin A. Linpsay, 
General Counsel. 

Mr. Ewers. We could not see where there was any tax effect on it, 

The Cuatrman. Are there any further questions? 

Mr. Ewers. May I be excused ? 

The CuHarrMan. Yes, sir. 

Mr. Ewers. Thank you. 

The Cuarrman. I want Mr. Stakem to come up to deal with ques- 
tions which have been asked which deal solely with the Maritime 
Board and Administration with respect to the point raised by Mr, 
Pelly. 


STATEMENT OF THOMAS E. STAKEM, JR., VICE CHAIRMAN, FED. 
ERAL MARITIME BOARD, DEPARTMENT OF COMMERCE—Resumed 


The Cuatrman. Mr, Pelly. 
Mr. Petty. I think that we were thinking in terms of what is re- 
ferred to as the possible retroactivity of this legislation and the dif- 
fiulty always in defending any law which would go back. I think 
that has been pretty well cleared up. In fact, it is not retroactive in 
that it simply takes certain vessels as of today and extends the life 
beyond 1960. 
fr. Sraxem. That is correct, Congressman. I think that Mr, 
Ewers covered that point quite thoroughly. 

Mr. Petxy. I thought he did it very effectively. 

I am concerned also about this changing “may” to “shall” and the 
effect on the general provisions of the act. 

Mr. Straxem. Of course, our recommendation is that the matter be 
made permissive rather than mandatory. I do not believe that under 
that permissive language the Board could decide as to a particular 
ship that the depreciation would not be spread over the extended life 
of those ships built after January 1, 1960. 

Our amendment is primarily to cover the situations in the chan 
in contracts, mortgages and mortgage insurance where there might 
reasons why particular contracts should not be changed. 

Mr. Petiy. I would like to know if you mean when you say “per- 
missive” that it would require permission of the Board in order to 
extend the life of any of the ships, essential vessels operating under 
subsidy, or does that mean it is permissive with the operator to do 
as the operator sees fit ? 

Mr. area, I look at it this way, Congressman: that it would be 
permissive for the Maritime Board to change its existing contracts 
as to mortgages or mortgage insurance but if this bill was passed, 
I do not read the language that it would allow Maritime to select, say, 
one ship as against another and say, “We will let you extend the life 
of this one for 25 years but not the other one.” 

In other words, there is no intent on the part of Maritime to say 
that ships built after January 1, 1950, should not be depreciated on 
the basis of 25-year life rather than 20 as now in the statute. 

Mr. Petry. I do not think I quite get that clear. 
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Let me put it this way. Is it your thought that the way the bill 
was introduced and read and used the word “may” that where that 
appears that it means that the operator may, where the operator 
thinks it desirable, extend the depreciated life of the vessel, or is it 
that the Board may extend the contract and therefore in each case an 
operator would have to go to the Board to get its permission to extend 
it? 

Mr. Sraxem. Congressman, in framing our statement for the rec- 
ord here in the prepared amendments this is what we had in mind: 
that as to all the ships delivered after January 1, 1950, that all of 
those ships would be depreciated on the basis of 25-year life, that 
this may require a number of adjustments in contracts, and we had 
in mind the mortgage contracts or the mortgage insurance contracts, 
and I do not think that we could sit here today and envision all of 
the circumstances that might come into play in changing those 
mortgage terms or mortgage insurance terms so that it was our intent 
that, by making that permissive, it would give Maritime some leeway 
in the necessary adjustment to contracts; but it was not intended, 
Congressman, to let Maritime pick and choose on which of the vessels 
built after January 1, 1950, would get this extended life to 25 years. 

Mr. Petuy. All vessels delivered after 1950 as of 1960, in your 
understanding, would have an extended life? 

Mr. Staxem. Would be depreciated on the basis of the 25-year 
life. 

Mr. ZetenKo. Would the gentleman yield? 

Is that mandatory that any ship built after 1950 is to have 25 
years ? 

Mr. Sraxem. Under the present law, Congressman Zelenko, the de- 
preciation for any subsidized vessel at the present time is on a basis 
of 20 years. 

Mr. ZeLeENKO. But under the new law it would be 25? That is an 
inflexible figure ? 

Mr. Staxem. That, in my estimation, is an inflexible figure. 

Mr. Zetenxo. In the next 5 years, you might have atomic ships 
being built and have a whole new concept and it occurs to me to 
question whether it would be inflexible or not. 

Mr. Staxem. That would not prevent an early replacement of a 
unit based on technological developments. 

Mr. Zetenxo. New ships may have 50 years or 10. I just want 
this for information, in view of the possibilities of these new vessels 
perhaps coming in in the next 5 years, as to whether that 25 years 
under the proposed legislation is an inflexible period. I just want the 
answer to that. 

Mr. Srakxem. It is, Congressman. It would only mean that, if 
that new unit had to be replaced because of some new developments in 
the industry, it would have a larger undepreciated base at the time 
of the new unit. 

Mr. ZetenkKo. Has there been taken into consideration, in framing 
your amendments, the fact that you might have an entire, new con- 
cept due to atomic development ? 

Mr. Staxem. Yes. 

Mr. Zetenxo. But I will ask you this as to the proposed amend- 
ment that you now suggest. 

56832—60-—_7 
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Mr. Petty. He is opposing it. 

Mr. ZetenxKo. I yield back. 

Mr. Mariiiarp. Would the gentleman yield to me? 

Mr. Petry. Yes. 

Mr. Mamu1arp. In the first place, in order to get this clear both 
CASL and Maritime propose amendments to the bill as now existing 
but they propose different amendments. 

Mr. Straxem. Yes. 

Mr. Marmut1arp. I should have looked at this before and I would not 
have had some of the doubts I expressed. 

This controversy over language applies only to line 20 on page 3 
in the section which applies only to contracts of mortgages. It does 
not apply to the statutory life of the ship or depreciation or anything 
else. Is that correct? 

Mr. Sraxem. That is my interpretation of it, Congressman. 

Mr. Marai1arp. It seems like a controversy over a relatively unim- 
portant portion. 

Mr. Petiy. I read the amendment as proposed and I see that it 
refers to that particular section and I think, therefore, I was con- 
fusing the issue. 

Mr. Marrrarp. I know I was. 

Mr. Stakem. My legislative counsel had a point which I think is 
well taken that this section 9 applies only to existing contracts, too. 

Mr. Petiy. That is correct. I think that clears up a doubt that I 
had, Mr. Chairman. 

Mr. Srixem. I would like to make this offer. There has been 
much discussion this morning as to what is the meaning of these 44 
ships that were built between 1946 and 1950 and, if it will assist the 
committee in evaluating that controversy between the Board and the 
industry, I think we could shape up an exhibit which would list these 
ships and show, ship by ship, the amount of depreciation which has 
to be funded under the 20-year life at present. 

Mr. Petty. Will you do it, fleet by fleet ? 

Mr. Sraxem. Yes, fleet by fleet and show the amount of annual 
depreciation as to these 44 that would result if the industry’s position 
was sustained. 

(The following was furnished for insertion :) 

FEDERAL MARITIME BOARD, 
Washington, D.C., March 28, 1960. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.O. 

Dear Mr. Bonner: This letter is written in reference to an inquiry made in 
the hearings on H.R. 10646 for the comparative results of depreciating the 44 
ships delivered to the subsidized operators between the period January 1, 1946, 
ee January 1, 1950, on a 25-year life as compared with the present 20-year 

asis. 

The enclosed tabulation outlines the information requested, and it will be 
noted that the 44 ships in question are owned by 9 of the subsidized oper- 
ators. The net reduction involved in depreciating these 44 ships on a 25-year 
basis amounts to a difference of $1,759,095, which is the difference between the 
annual amount of depreciation on these ships on a 20-year basis of $4,220,744 
and $2,461,649 for the same ships on a 25-year basis. 

We trust the enclosed information is responsive to your request. 

Sincerely yours, 
TxHos. H. StaKem, Jr., Vice Chairman. 
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U.S. DEPARTMENT OF COMMERCE—MARITIME ADMINISTRATION 


Comparison of annual depreciation writeoff on basis of 20-year and 25-year 
economic life of 44 vessels delivered between Jan. 1, 1946, and Dec. 31, 1949 





Operator and vessel 





American Export Lines, 
C.: 


American President Lines, 
Ltd.: 
President Cleveland__...- 
President Wilson... ._--- 
President Jefferson... -..- 
President Madison......- 
President McKinley. --.- 


MUS Phtncnunukonse 


Bloomfield Steamship 
Co.: 
SE DUOUBancncnasancon 
Lucille Bloomfield... 
Margaret Brown.....-.-. 
SE OF Olcnicnacsunwacne. 


a achincnictaci nia hias 


Farrell Lines, Inc.: 
African Crescent_.......- 
African Lightening.....-- 
African Moon. .......--- 
African Planet_.....-.-- 
African Rainbow. ...-.-- 
TE DU icnidimeninansesin 


WOU sa dstecnnccunn [inltennt add beanameaaea 


Grace Line, Inc.: 
Santa Barbara__...------ 
Le ee 
Santa Isabel_..........-- 
Santa Luisa_.......----- | 
Oh eee 
Santa Monica. -..-------- 
Santa Margarita... ....-- 
Senta Maria...........- 


NE Nea vidt cuinhas 


Lykes Bros. Steamship | 
Co., Inc.: Dolly Tur- 


Mississippi Shipping Co.: 
poet Mar... ....-. whbaott 
oe OS ae a 
Del PN inthcteadi.dtbacsrebe 


Depreci- 
ated Remain- 
book ing years 
value of eco- 
Dec. 31, | nomic 
1959 life on a 
minus 20-year 






































resid- basis 
ual 
value ! 
$363, 295 6.1 
374, 724 6. 3} 
3, 867, 917 7 9) 
3, 934, 552 8.3 
539, 169 6.7) 
526, 031) 6.5 
529, 918) 6. 6} 
eS see /1, 201, 746 
395, 400 6. 1) 
376, 250 6. 3} 
396, 794 6.2 
405, 158} 6. 3} 
495, 765 6.7 
523, 721 tah 
525, 531 tel 
473, 241 6.4 
481, 888 6.5 
461, 978 6.3 
| 
582, 899 6.4 
586, 136] 6.5 
635, 052 6.7 
633, 451 6.7 
618,019 7.4 
614, 227 7.2 
647, 679 6.6 
614, 624 6.6 
ei 
336, 990 6.5 
1, 107, 551 7.4 
1,028, 053 6.8 
1,077, 946 7.2| 
“ 














Year ac- 
quired 
by op- 
erator 


1946 
1946 


1954 
1954 
1946 
1946 
1946 


1957 
1956 
1957 
1957 


1946 
1947 
1947 
1946 
1946 
1946 


1946 
1946 
1946 
1946 
1947 
1946 
1946 
1946 


1946 


1947 
1946 
1947 





Date of con- 
struction 
contract 


May 17, 1945 


sited Me ws 


cagena eG 5 


Dec. 29,1944 


Apr. 20,1943 
Re a cacti 





Date of de- 
livery 


Feb. 20, 1946 
May 3,1946 


Dec. 15, 1947 
Apr. 27,1948 
Aug. 23, 1946 


June 12, 1946 


July 19, 1946 


Sept. 17, 1945 
Apr. 18, 1946 
Mar. 15, 1946 


| Apr. 2, 1946 


Oct. 3,1946 
Feb. 19,1947 
Feb. 28,1947 
June 13,1946 
July 26, 1946 
Apr. 18,1946 


June 17,1946 
July 12,1946 
Oct, 8,1946 
Sept. 17,1946 
Jan. 24,1947 
Nov. 11,1946 
Aug. 5,1946 
Aug. 23, 1946 


July 8,1946 


May 27,1947 
Nov. 13,1946 
Mar. 15, 1947 
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U.S. DEPARTMENT OF COMMERCE—MARITIME ADMINISTRATION—Continued 


Comparison of annual depreciation writeoff on basis of 20-year and 25-year 
economic life of 44 vessels delivered between Jan. 1, 1946 and Dec. 31, 1949~ 
Continued 










































Depreci- 
ated Remain- 
book | ing years| Annual | Annual 
value of eco- | depreci- | depreci- | Yearac-| Date of con- 
Operator and vessel Dec. 31, | nomic ation ation | quired struction Date of de- 
1959 life on a | 20-year | 25-year | by op- contract livery 
minus 20-year basis basis erator 
resid- basis 
ual 
value ! 
aange McCormack Lines, 
ne.: 
Mormac Dawn..-.-.---- 517, 150 6.6 78, 000 44,582) 1946 Feb. 1,1945 | Aug. 9, 1946 
Mormac Gulf......------ 502, 191 6.4 78,000} 44,052) 1946 |..... io eae May 31, 1946 
Mormec Iele............-. 510, 739 6.5) 78,000) 44,412) 1946 |..... OW ceacce July 10,1946 
Mormac Land.....---.-.-- 527, 195 6.7 77, 999 45,059} 1946 |-.-.--. do._.....| Sept. 25, 1946 
Mormac Mail. ..-.----.-.-- 535, 100 6.8 78,000} 45,347) 1946 j..... do.......| Nov. 1,104 
Mormac Penn.....----.-- 545, 144 6.9} 78,000) 45,810) 1946 |.....do_-_.....| Dec, 18, 1946 
Mormac Saga--.-.-.------ 553, 051 7.1) 78,000) 45,707) 1947 |-.-.. aD. canon Jan, 24, 1947 
ptr ne | een 
ila tit acess Lo sedi lnis Gahd Ml acithikKindaih ak | 545,999) 314, 969 
United States Lines Co.: 
American Clipper...----| 335,120 6.1 54,935} 30,191} 1946 | Jan. 25,1945 | Jam, 22,1946 
American Forwarder. 335, 062 6.1 54,927| 30,186; 1946 |-...-- MS sept hacacel Jan, 2, 1946 
American Importer... 336, 282 6.1 54, 931 30, 296; 1946 |-..-... do__.....| Jan. 10,1946 
American Scout. ..- 340, 106 6.2 54, 941 30, 367} 1946 |---.. PG on aane Feb. 4,1946 
American Traveller 341, 890 6.2 54, 945 30, 526) 1946 |-.--- a Feb. 15, 1946 
American Leader... i 328, 037 6.4 51, 240 28,775) 1946 Dec. 29,1944 | May 31,1946 
Pioneer Cove. ....-....<- 353, 736 6.5) 54,262} 30,760) 1946 |----- We ioe July 26, 1946 
CS | ae 325, 236) 6.1) 52,97 73} 29,300} 1947 |-.-... Ms oawecn Feb. 22, 1946 
ee lowe m pana ea 438, 154| 240, 401 
| ee | — 
Total for all com- 
IN al sccchiaetseiisaies Riding iitbagssn AL ausbiiniaoaumniie 4, 220, 744|2, 461, 649 











1 Residual value 244 percent of domestic construction cost (not depreciable). 


Mr, Petuy. Mr. Chairman, could we also have Mr. Stakem com- 
ment on the other change, the change of “shall” to “may” in line 20, 

page 3? 

*Tiome are the two proposed substantial amendments that are offered 
in the earlier testimony. 

Address yourself to both those proposed substantial amendments 
as far as the record goes. 

Mr. STaKeM. Well, for the record, the Maritime Board stands on 
its recommendation that the date to be used should be January 1, 
1950, instead of January 1, 1946. 

For the record, the Maritime believes that the language in line 20, 
page 3, of section 9, should be “may” instead of “shall.” 

Mr. Petty. What I would like to have would be not only your 
position but to have you pursue the matter a little as to the reasons 
why you are opposed to the word “shall.” I would like to have those 
reasons. 

Mr. Staxem. Primarily, Congressman, because we think that in the 
adjustment of the mortgage contracts and in the adjustment of the 
mortgage insurance contracts that situations may arise which we can- 
not envision at the present time which would make it undesirable for 
us to be required to change those particular contracts. 

We would rather have a little more discretion in the Board to roll 
with the circumstances in these existing mortgages and mortgage in- 
surance contracts. 
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Mr. Maruu1arp. Would the gentleman yield to me? 

Mr. Petty. Yes. 
~ Mr. Marirrarp. Have you something that you wanted to offer now? 
I do not want to interrupt your trend of thought here. 

Mr. Straxem. No, I think I was finished with the Congressman’s 
statement. 

Mr. Matrutarp. You heard my colloquy with Mr. Ewers on this 

roblem of the possibility of the depreciated book value of a vessel 
a traded in being in excess of world market value. Has the 
Board discussed this possibility ? 

Actually, I would like to know whether that factor had anything to 
do with your preferring the 1950 date as against the 1946 date. 

Mr. Staxem. No, it did not. 

Mr. Mariu1arp. Do you think that is a rather remote possibility ? 

Mr. Staxem. I think it is. 

The Cuarrman. What were the discussions at Maritime as between 
the 1946 date and the 1950 date? 

Mr. Straxem. The industry group came in and made their presenta- 
tions to the Maritime staff and to the Maritime Board and there were 
several positions, Mr. Chairman, one of them that all of the present 
subsidized ships should be depreciated on the basis of 25 years, 

There was also some discussion that perhaps the depreciation 
should be taken only on those ships whose life had been extended b 
the Board in its operating differential subsidy contracts of whith 
there are some 93. 

We, after listening to the industry and taking into consideration 
their viewpoints, discussed it among ourselves and with the staff and 
decided that the best date to recommend to this committee was the 
January 1, 1950, date. 

The Cuairman. Why did they want the 1946 date? 

Mr. Sraxem. Because the 1946 date brings within the bill 44 more 
ships whose lives will be depreciated over the 25 years and it would 
mean increased profits to the shipping industry in those years. 

Now, as I said before, we will prepare an exhibit for the committee 
which will show, ship by ship, company by company, what is the 
annual result of these 44 ships. 

Mr. Downtne. Would the chairman yield? 

The Cuarrman. Mr. Downing. 

Mr. Downtine. What is wrong with including those 44 ships if this 
thing will not hurt the Government and will not hurt anybody ? 

Mr. Sraxem. Outside of the exceptions that we discussed on m 
last appearance of the combination ships of Mississippi and Ameri- 
can President Lines and Grace, the ships are primarily C-2’s and 
C-3’s, and I think there is one C-+4 among that group. 

We do not see much difference in those ships and the ones that, say, 
were delivered in 1944 or 1945, and, in seeking a cutoff date that made 
a cleaner record, we decided to start with the Mariners, which, as 
everybody agrees, is the finest cargo ship that has ever been built up 
to this time. 

Mr. Downtne. I should think a clean cutoff date would be the first 
ships built after the war. 

Mr. Staxem. There is room for difference of opinion in this area, 
Congressman, and the industry strenuously supported their position 
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of January 1, 1946, and, after listening to the argument, reasonable 
men may differ in the area and we decided that the best date to rec- 
ommend was January 1, 1950. 

Mr. ZeLtENKO. Would the chairman yield? 

The Cuamman. Mr. Zelenko. 

Mr. Zetenxo. Mr. Stakem, on all these vessels the Government has 
some recapture advantage, do they not ? 

Mr, Staxem. Yes. 

Mr. Zetenxo. They have it on all of them, even those built in 1946? 

Mr. Sraxem. Yes. 

Mr. ZeLtEn«KO. I was interested in a remark that you made just now, 
You said that the industry would feel that if the cutoff date were 
1946 they would make more profit. If they made more profit, the 
Government would get more money back, would they not? 

Mr. Staxem. The effect on recapture is that you have to go into an 
awful lot of assumptions, Mr. Zelenko. It is a very complicated 
formula. 

Mr. Ze.enxo. It is a little too complicated for me, I think. 

Mr. Staxem. I have a few cornerstones that I have jotted down 
to understand how this recapture works and I would be glad to read 
them for you. 

Mr. ZetenxKo. I did not want to belabor the point but I just picked 
up from what you stated that they feel that it would be greater 
profit and then the Government would get more money back under 
the recapture. 

Without going into detail, is that a possibility ? 

Mr. Sraxem. There is a possibility but, as you know, recapture is 
estimated over a 10-year period and it is cumulative over that 10 
years, and it changes from year to year as the results of the business 
change. 

Mr. ZeteENKO. What I mean is this. My mind is open. I confess 
I have no feeling on it. If we got the 1946 date instead of the 1960 
date, could the Government get any recapture money under those 
circumstances ? 

I am not urging any point. I am looking for information. 

Mr. Sraxem. It is hard to answer that question “yes” or “no,” 
Congressman. A1]] I can say is that there are some companies that are 
not in a recapture position. There are others that are in a recapture 
position. 

Mr. ZeLtENKO. In that area of 1946 to 1950? 

Mr. SraxrM. Again, recapture is on the basis of 10 percent and 
what we do is that we adjust it annually. 

We estimate what the recapture position of a company is and then 
we deduct that estimated recapture from the subsidy which would 
normally be paid the company. 

Mr. Zetenxko. I did not want to go off on a tangent. I wanted a 
general answer as to whether there was a possibility. 

Mr. Sraxem. There is a possibility that depends upon the profit 
position of the company. 

Mr. Miuier. Mr. Chairman. 

The Cuatrman. Yes, Mr. Miller. 

Mr. Miter. I do not know, Mr. Stakem, whether you are the proper 
one to ask this question of. You represent the Maritime Board. Mr. 
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Ewers told us on several occasions in his testimony that, under this 
new arrangement, the Government would lose no money. 

I want to do everything I can to stimulate the American merchant 
marine, but this has me a bit confused. 

If by some juggling we are going to make it possible for the 
merchant marine to make more money and yet the Government is 
not going to lose money and it is generally balancing the equation, 
where is this money that we are going to make going to come from? 

Mr. StaKem. It is a fact that there will be no loss to the Govern- 
ment by reason of the passage of this bill. 

The depreciation will be funded into the capital reserve fund on 
the basis of 25 years rather than 20, but it will all go in. It assists 
the company by giving them a smaller depreciation base that has to 
be funded into their capital reserve funds and it could mean a bit 
rosier picture for the company in those years. 

Mr. Miter. It is not going to affect the tax structure where the 
Government is going to lose tax dollars it would normally collect, 
is it? 

Mr. Staxem. No, it would not affect the tax structure. 

Mr. ZeLENKO. Would the gentleman yield ¢ 

Mr. Miuirr. Yes. 

Mr. Zevenxo. I asked counsel to check the Treasury Department 
and he read the statement. 

Mr. Miuier. He read a letter but the letter is in some ways a bit 
vague. I heard the letter read. I just cannot understand how some- 
where there is a windfall without there having been a wind, and I 
would just like to make sure that we are not going to have a hurri- 
cane to bring the apples down, 

The Cuatrman. I might say that the counsel asked the Treasury 
about that. 

Mr. Mier. I heard the letter read. I would just like to verify 
this. I heard the letter. The letter did not seem to be exactly to the 

oint. 

; Mr. Down1ne. Will the gentleman yield ? 

Mr. Mitier. I had asked this question. Are you sure that there is 
oing to be no wind that is going to knock the apples off the trees 
or someone to pick up ? 

Mr. Sraxem. Congressman, I am sure that there is going to be no 
windfall. A subsidized operator by law is allowed to make 10 per- 
cent on the capital that is necessarily employed in the business. 

Mr. Miter. The reason I want that answered is that, if we take 
this bill to the floor, I am certain that this is a point that is liable to 
be raised and I think that the Government is the proper one to an- 
swer it. 

Mr. ZetenKo. A member of the committee, Mr. Gross, will raise it 
immediately. 

Mr. Srakem. I might add that, if the company makes more than 
its 10 percent, which is the allowable return after taxes, that is when 
the recapture sets in and we share with the company 50-50 in this 
excess money. 

Mr. ZetenKo. You feel that this will inure to the benefit of our 
merchant marine if it is passed ? 
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Mr. Sraxem. Yes. We feel that it will assist in keeping the re. 
placement program on an even keel. It will give the operator some 
relief from the high cost of the new construction and, on balance, it 
does not hurt the Government in any respect that I can see and it ig 
a bill which we recommend to your favorable consideration. 

Mr. Zetenxo. And if those things take place, it would encoura 
them in replacement rather than to discourage them and would help 
the shipbuilding industry and the industry as a whole. 

Mr. Staxem. That is what we feel, Congressman. 

Mr. Downie. Will the gentleman yield at that point? 

Mr. ZetenxKo. Yes. 

Mr. Down1ne. That is the point I would like to bring out. 

I asked Mr. Ewer, in his opinion, what effect this legislation would 
have on the shipbuilding industry, say, within the next 10 years. In 
your opinion, what effect would it have? 

Mr. Sraxem. It will not affect the obligation of the subsidized 
operators to continue building according to the contracts that they 
have entered into with the Board. Those contracts are firm. 

Mr. Downtna. Thank you. 

The CuHatrman. And the construction industry is solely dependent 
on the amount set down in the budget to keep up the building program 
and the desired number of employees in shipyards that the national 
defense had requested. 

Mr. Staxem. Yes, that is correct. 

The Cuatrman. Mr. Tollefson. 

Mr. Totterson. On that point, you talk about firm contracts but if 
when the date for replacement comes along the financial condition of 
the company is not good, you are not going to insist that they go ahead 
with the replacement of a particular vessel or vessels because you are 
going to have to decide this economic feasibility thing, and if they are 
not in good financial condition, you are not going to insist that they 
build so that, to that extent, this law could have an effect on the ship- 
building industry. 

Mr. ae A beneficial effect, Mr. Tollefson, because it is a fact 
that as you get into the high price of ships that it makes it that much 
harder to find the building economically feasible, and, by allowing 
them to spread the cost over a greater number of years, it makes it 
that much easier to find the building to be economically feasible. 

Mr. Totierson. I have another question. Coming back to the Janu- 
ary 1946 and January 1950 dates, these are in a sense arbitrary dates, 
I appreciate that they have some basis, but is there any real significance 
between the two dates? Is there any difference in cost to the Govern- 
ment’? Does it involve dollars to the Government ? 

Mr. Sraxem. No, it does not involve dollars to the Government, as 
such. It merely comes down to a question of whether you are going to 
differentiate between ships that may be built in 1944 and 1945 as 
against ships built in 1946, 1947 and 1948. We feel that with the start 
of the Mariner ships that an entirely new class of ships came into 
being. 

I do not think there is an argument that the Mariner, for instance, is 
a better ship than the C-2 or C-3 for particularly quite a number of 
trade routes. 
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Mr. TottErson. On the other hand, I think you indicated that there 
was a difference in some instances between a C-—3 built after 1946 and 
a C-3 built before. 

You mentioned the Mississippi Shipping Co. 

Mr. Stakem. My distinction was primarily on the passenger ships 
yersus the cargo. I do not think that there is too much difference 
between the C-2 or a C-3 that was delivered in 1946 and 1947 and 1948 
as against a C-2 that was delivered in 1944 or 1945. 

Mr. To.ierson. You are talking about a C-3 that is exactly the 
same whether it was built before 1946 or after 1946. How about the 
Moore-McCormack ship that Mr. Ewers mentioned? They were C-3 
type, were they not? 

Mir. Sraxem. I believe they were C-3 type, yes. 

Mr. TotitEerson. They were not built the same as the C-3’s which 
were constructed before 1946? He said they put in some different 
features and probably spent some additional money and the same thing 
was true as I understood Mr. Clark’s testimony yesterday. 

Mr. Staxem. Well, I made the distinction as Sebwenn the passenger 
and the straight cargo ships. I do not have at hand the intimate 
knowledge as to the difference between, say, the Moore-McCormack 
ships built after and before that date. 

That would take a review of our files to determine what special fea- 
tures perhaps had been put in these ships. 

My impression is that it was not too much difference in them. 

Mr. Touierson. I can see that if what Mr. Clark says is true, and of 
course it is, that his ships would be in a different category than those 
that were built during wartime and the same thing probably is true of 
Moore-McCormack. 

If the purpose of this bill is to help the operators without any cost 
to the Government, then why not help them with these 44 ships, too? 

Mr. Staxem. Well, it is a question that you have to draw the line 
— and we thought the Mariner line was the best place to 

aw it. 

The CuatrMANn. Before the Mariners, the C’s were the best ? 

Mr. Stakem. Yes, sir. 

The CuarrmAn. So that, you just take one or the other. 

Do you have any further questions? 

Mr. Totierson. No. 

The Cuarrman. That will end this meeting. 

We will meet Monday morning at 10 owe 

(Whereupon, at 12 noon, the committee adjourned, to reconvene at 
10 a.m., Monday, March 21, 1960.) 











TO EXTEND THE STATUTORY LIFE OF CERTAIN 
VESSELS FROM 20 TO 25 YEARS 


MONDAY, MARCH 21, 1960 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHant MARINE OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in room 
eke House Office Building, Hon. Herbert C. Bonner (chairman) 

residing. 
. ee Representatives Bonner (chairman), Miller, Downing, 
Casey, Tollefson, Van Pelt, Ray, Mailliard, and Pelly. 

Present also: Representatives Dingell and Oliver. 

Staff members present: John W. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 

The CuarrmMan. The Subcommittee on Merchant Marine will come 
to order to continue the hearing on H.R. 10646. 

The witness this morning is Mr. William Dorman, vice president- 
technical, American Export Lines. 

Mr. May. Sir, Mr. Dorman testified last week and has no further 
testimony. 

The CHartrman. Mr. Sullivan, vice president, Pacific American 
Steamship Association. 


STATEMENT OF J. MONROE SULLIVAN, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Sutiivan. Mr. Chairman, I have a very short statement. 

My name is J. Monroe Sullivan. I am vice president of the Pa- 
cific American Steamship Association, which represents the majority 
of dry cargo carriers serving the Pacific coast range. 

We take this opportunity to express our full support for the prin- 
ciple embodied in this proposed legislation ; namely, to extend the life 
of certain vessels subject to the Merchant Marine Act of 1936 for 25 
years. 

This legislation is both timely and realistic but, rather than burden 
the record with a repetition of the reasons why we urge favorable 
action by this committee, we will associate ourselves with the state- 
ments made by spokesmen for the Committee of American Steam- 
ship Lines. 

Thank you. 

The Cuarmrman. Are there any questions of Mr. Sullivan? 

Thank you, Mr. Sullivan. 

Mr. Priuy. Could I ask him a question ? 
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The CuarrMan. Yes. 

Mr. Petty. Is the date, 1960, the date that the Pacific American 
Steamship Association group supports? 

Mr. Suuxiivan. No; we support January 1, 1946. 

The Cuairman. Mr. Shapiro. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Suartro. Mr. Chairman, we originally intended_presenting 
our views in the form of a letter you have before you. However, a 
number of questions have arisen and, with your kind permission, 
by some insertions in this letter, we would like to convert that letter 
into a statement. 

My name is Alvin Shapiro. I am vice president of the American 
Merchant Marine Institute, Inc. 

The American Merchant Marine Institute is a trade association 
representing a majority of the owners of American-flag vessels op- 
erating on all coasts of the United States. 

In addition to representing a substantial majority of the subsi- 
dized lines, the institute represents a large number of the operators 
in the dry cargo, bulk and liner nonsubsidized trades and, of course, 
an overwhelming majority of our Nation’s tankship fleet. 

H.R. 10646, now before this committee, as has been made crystal 
clear by witnesses from the Government and the industry, is intended 
to be applicable only to those of the subsidized operators who have 
entered into contractual vessel replacement programs with the Fed- 
eral Maritime Board. As has been eloquently and convincingly ex- 
pressed, the life extension of this group of vessels to 25 years should 
prove of significant advantage to the Cosuanent and to the opera- 
tors involved, and we therefore favor its enactment. 

For us to enumerate these advantages at this stage of the hearings 
would be but redundant and unnecessarily consumptive of the com- 
mittee’s valuable time. However, the advantages to both the Gov- 
ernment and the operators grow out of one very fundamental proposi- 
tion, which lies at the roots of the reasonableness of H.R. 10646. This 
is the concept that the liner ships involved will be able to operate 
competitively for at least 25 years. Nevertheless, the proposal before 
you unfortunately does not specifically limit the applicsbility of the 
25-year life concept to that group of vessels to which the proposal is 
intended to address itself. In connection with certain nonsubsidized 
vessels of a different nature, most particularly tankships, the funda- 
mental logic of the extended-life concept does not, in our opinion, 
exist. In the case of tankers, there is, 1 believe, virtually universal 
agreement within and without the Government that their replace- 
ment problems and the very vessels themselves are vastly different 
from liner vessels in the subsidized trades. In effect, they are reall 
totally different animals, so to speak—on which only a 20-year life 
expectancy at best is reasonable. 

The primary reasons for the shorter economic life of a tankship 
are all physical. Many of these might be referred to, but I believe 
three of the basic considerations should be specifically noted : 
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1. On the basis of the nature of the cargo it carries, a tankship is 
subject to the severe effects of corrosion. Petroleum products shorten 
the life by corrosion of virtually everything they touch and a tanker 
is, of course, totally exposed to this influence. This particularly is 
the case when the so-called clean products or more highly refined 

roducts are handled and today more and more tanker transportation 
js dedicated to the clean trades. 

2. The most modern cargo handling devices in the world are con- 
tained in tankers. As a result its time in port is extremely brief as 
compared with the porttime of a liner vessel. To this extent the total 
ship gets more wear and tear over an identical time period by perhaps 
as much as 50 percent more than a liner vessel. It simply is in service 
that more often. 

3. The progress in petroleum transportation via tankship has in 
the last decade or so virtually been revolutionized in terms of turning 
to monumentally larger units of greater speed. As a result, unlike 
liners, tankships of our present fleet are subject to far more dramatic 
life-shortening influences through obsolescence. 

We propose, therefore, and in no way minimizing our support for 
the present legislation, to suggest amendment to the present bill which 
will make it clear as to the scope of applicability of the extended- 
life concept. Such amendment we feel 1s necessary in order to avoid 
the creation of doubts in the future or overwhelming reliance on 
legislative eat that in establishing a 25-year life of a particular 
group of vessels belonging to operators under contractual obligation 
to the Government, we are not in any respect affecting our tanker 
fleet, faced with its own replacement problems and its own moderniza- 
tion and expansion programs. We hope to be able to provide the 
a language of our suggested amendment to the committee in 
short order. 

May I add at this point, Mr. Chairman, that we have had counsel 
attempting to draw up a satisfactory amendment for almost 2 days 
now. I am advised that this is a very difficult task which may require 
very substantial language additions. 

If we conclude, on finishing our examination, that this is the case we 
would earnestly suggest that in order to avoid tremendously compli- 
cating the present legislation the principal point of concern to us be 
oe if the committee concurs, by specific reference in the report on 
this bill. 

That concludes my statement, Mr. Chairman. 

The Cuarrman. The letter may be placed in the record. 

(The letter follows :) 

AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., March 17, 1960. 
Hon. Hersert C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
U.S. House of Representatives, Washington, D.C. 

Dear Mr. Bonner: The American Merchant Marine Institute is a trade asso- 
ciation representing a majority of the owners of American-flag vessels operating 
on all coasts of the United States. 

H.R. 10646, now before this committee, as has been made crystal clear by 
witnesses from the Government and the industry, is intended to be applicable 
only to those of the subsidized operators who have entered into contractual 
vessel replacement programs with the Federal Maritime Board. As has been 
eloquently and convincingly expressed, the life extension of this group of vessels 
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to 25 years should prove of significant advantage to the Government and to the 
operators involved, and we therefore favor its enactment. 

For us to enumerate these advantages at this stage of the hearings would be 
but redundant and unnecessarily consumptive of the committee’s valuable time 
However, the advantages to both the Government and the operators grow out of 
one very fundamental proposition, which lies at the roots of the reasonableness 
of H.R. 10646. This is the concept that the liner ships involved will be able to 
operate competitively for at least 25 years. Nevertheless, the proposal before 
you unfortunately does not specifically limit the applicability of the 25-year life 
concept to that group of vessels to which the proposal is intended to address it. 
self. In connection with certain nonsubsidized vessels of a different nature, 
most particularly tankships, the fundamental logic of the extended-life concept 
does not, in our opinion, exist- In the case of tankers, there is I believe virtu- 
ally universal agreement within and without the Government that their replace 
ment problems and the very vessels themselves are vastly different from liner 
vessels in the subsidized trades. In effect, they are really totally different 
animals, so to speak, on which only a 20-year life expectancy at best is reason- 
able. 

We propose, therefore, and in no way minimizing our support for the present 
legislation, to suggest amendment to the present bill which will make it clear ag 
to the scope of applicability of the extended-life concept. Such amendment we 
feel is necessary in order to avoid the creation of doubts in the future or over. 
whelming reliance on legislative history that in establishing a 25-year life of a 
particular group of vessels belonging to operators under contractual obligation to 
the Government, we are not in any respect affecting our tanker fleet, faced with 
its own replacement problems and its own modernization and expansion pro- 
grams. We hope to be able to provide the specific language of our suggested 
amendment to the committee in short order. 

I respectfully request that this letter be included in the record of the hearings 
as printed. 

Sincerely yours, 
ALVIN SHAPIRO, 


The Cuarrman. Are there any questions, Mr. Tollefson ? 

Mr. Torzerson. Mr. Chairman. This amendment is going to be of 
what nature? Is it just simply going to say that the bill does not 
apply to tankers? 

r. SHarmo. We would view it to that effect, yes. As I say, we 
have not yet come up with specific language and, as I indicated, we are 
not sure that we can come up with specific language to that effect with- 
out encumbering the bill, which we certainly would not want to do; 
and perhaps through the report we can cover this same point. 

Mr. Totierson. I have no further questions. 

The Cnamman. The Chair might say that we have a telegram di- 
rected to the chairman from the Socony Mobil Oil Co., asking that 
tankers not be included in the bill. 

This telegram will be put in the record at this point. 

(The telegram follows :) 

NEw York, N.Y., March 17, 1960. 
Hon. Hersert C. BONNER, 


Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives Washington, D.C.: 


Certain provisions of H.R. 10646 have come to the attention of Socony Mobil 
Oil Co., particularly those stipulating a 25-year life and a corresponding deprecia- 
tion rate for all U.S. flag vessels. We strongly contend that this provision should 
be expressly limited to apply solely to subsidized dry cargo vessels for the reason 
that it is totally unrealistic as regards tankers. We further contend that the 
bill should be amended to clearly stipulate a 20-year life for U.S. flag tankers. 
The American tanker industry will be faced with a serious block obsolescence 
commencing in about 1963 and our recommended changes in the bill would goa 
long way toward encouraging and facilitating free enterprise in providing modern 
replacements for the old units of the U.S. flag fleet at that time. Not only does a 
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95-year life greatly complicate if not make completely impossible the financing 
of new tanker projects but it penalizes unduly independent tanker owners who 
would be unable to make a fair profit under the extra burden and penalty of a 
depreciation rate totally inconsistent with the commercial facts pertinent to the 
U.S. flag tanker industry. The latent result of failure to provide proper con- 
ditions for U.S. flag tanker depreciation and replacement would most certainly 
have an adverse affect on the national defense program. We sincerely hope that 
your committee will give due consideration to these features of the subject. 


P.S. WIsE, Socony Mobile Oil Co. 

The Cuairman. Mr. Downing. 

Mr. Down1ne. Mr. Chairman, I am glad we have some witness 
testify as to the necessity for including tankers because I have been 
told that there is a difference between a tanker vessel and the cargo 
and passenger vessel. 

Mr. Shapiro, how many tankers are included in this subsidized op- 
eration? I have been told that there are not many. 

Mr. Suapiro. There are none. It is as little as we can get. There 
are no tankers subsidized. 

Mr. Down1ne. Then how would it be affected by this legislation ? 

Mr. Suarrro. Well, the specific language of the bill itself in making 
reference particularly to amending section 502(c), I believe it is, 509, 
and title XI, does not draw a line around just the subsidized lines. 
For instance, in the mortgage insurance provision of title XI, it pro- 
vides for 25-year mortgage insurance. It does not say just 25-year 
mortgage insurance for the subsidized lines. It is the mortgage in- 
surance eligibility which is extended to 25 years and we would like 
not to be included in that particular element of consideration. 

Mr. Downinea. As I recall, the Federal Maritime Board did not 
interpose any objection so far as tankers were concerned. 

Mr. Suarrro. To the best of my knowledge, Mr. Downing, I do not 
know specifically what the record will reveal but I got the very specific 
impression that no witness appeared in favor of the legislation and its 
5, eisai to tankers. 

here was always clearly drawn a line that it should be excluded 
and this is a very sensible proposition because, as the chairman indi- 
cated at one time and as I recall very distinctly Mr. Pelly indicated 
another time, you cannot go anywhere in this particular direction of 
extending life on any reasonable basis if you are extending life beyond 
the physical life of the asset. You are not doing this in the case of 
the liner trades under subsidy but, in the case of the tanker trades, if 
this language were to be included and made applicable to them, you 
are extending the statutory life of a tanker without any extension in 
its physical life which simply does not exist. 

The Cuarrman. Will you yield? 

Mr. Downtne. Yes. 

The Cuatrman. After section 9 could we just put a section there 
as that this bill does not affect tankers in any way, manner or 
, or something of that nature, and that would be the answer to 
that ? 

Mr. Suarrro. Mr. Chairman, presumably this could be done as a 
matter of fact and, to this effect, we actually have two alternative 
language suggestions, but our counsel feels that perhaps this is not 
completely satisfactory and reference in the report would perhaps 
even be better. 
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The Cuarman. Mr. Ray. 

Mr. Ray. I have no questions. 

The Cuarrman. Mr. Casey. 

Mr. Casry. Do tankers come under the mortgage provisions ? 

Mr. SHartiro. Oh, yes. 

Mr. Casey. I have no further questions. 

The CuarrMan. Mr. Mailliard. 

Mr. Marx1rp. I have just one question. 

Would what you said regarding tankers probably apply to ore 
carriers ? 

Mr. Sumario. I really do not know, to be perfectly frank with you. 

Mr. Maruiarp. You donot represent any ore carriers ? 

Mr. Swapiro. Oh, yes; we do. 

Mr. Maruitarp. May be we ought to know. 

Mr. Suapiro. We just have not been as intently concerned with the 
life extension of ore carriers as we have with liner vessels on the one 
hand and tankers on the other. 

The Cuairman, I understand that some of these ore carriers are up 
to 40 years old. 

Mr. Maru1arp. I think we ought to have some testimony as to how 
this would affect ore carriers. 

Mr. Suariro. The Chairman is quite correct but this depends on 
their trades. The older ore carriers, these 30- and 40-year-old ore 
carriers that we hear reference to are in the lakes trade where the 
effect of the water is so much different. I simply cannot tell you that, 
because of the unique nature of the cargo they carry which is the situa- 
tion with the tankers, that the ore carrier can or cannot last and be 
competitive economically beyond 20 years; but we will ask some of our 
ore carrying and collier people to communicate with this committee to 
that effect. 

Mr. Mar1arp. Clearly, it would not be to the advantage of an 
operator to request life extension if it was going to mean that he was 
gong to have unamortized values in the ship at the end of its natural 

fe, so that I would not think anybody would ask for it. They would 
rather have rapid amortization. 

Mr. Swariro. Exactly, and it is because of the unique problem in 
terms of the replacement and deposit of depreciation and the contrac- 
tual relationships of the operator to the Government that this proposi- 
tion makes sense to that group of people; but, if it runs off to others 
or is not specifically excluded, it could be to the detriment. 

As one of the witnesses for the CASL said, this is a rather unique 
proposal because here is a group in the industry seeking life extension 
when most American industry is seeking life shortening. 

Mr. Maruurarp. For ex xample, in section 9, it specifies, “At the re- 
quest of such person,” so that there is nothing mandatory about it, 
They have to ask for it as I read it. 

Mr. Suartro. Yes. Of course, you are really getting back to what 
mey be considered one of the great fundamental aspects of this. 

ur people are unquestionably concerned when you begin to 
extend life of vessels and you begin to reduce depreciation m: and atory 
deposits as you are in effect doing under this bill for the subsidized — 
lines, that this does have a tendency to run off on the same type of 
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roblem unrelated to the Federal Maritime Board but very much re- 
ated to internal revenue for other operators. 

Mr. Matii1arp. That is all. 

The CHArrMAN. Mr. Pelly. 

Mr. Petuty. As I understand you, your testimony is to the effect that 
the oil tanker’s, the petroleum tanker’s useful life does not exceed 20 

ears. 
: Mr. Suarrro. Mr. Pelly, I might add to that that we are quite con- 
vinced that it is only 17 years on the basis of our experience. 

Mr. Petty. Have you given thought to the useful life, considering 
prestige, of passenger vessels ¢ 

Mr. Suaptro. No, we have not, Mr. Pelly, primarily for this reason : 

Virtually all of the passenger vessels, with the exception of those in 
the domestic trade and those belonging to Alcoa Steamship Co., are 
represented by the subsidized lines who, through the Committee of 
American Steamship Lines, made their point known in connection 
with passenger vessels here. We concentrated on another field of 
endeavor. We do represent subsidized lines, a very substantial num- 
ber of subsidized lines, and to that extent do not disagree and concur 
completely with the statement that CASL made. 

Mr. Petiy. Are you prepared to give an opinion that the useful life 
of a passenger vessel is 25 as against 20 years? 

Mr. Suartro. Mr. Pelly, I am always prepared to give an opinion 
but it is not very worthwhile and I prefer deferring it. 

Mr. Perrty. It sounds to me like you are avoiding the question. 
What is your observation based on your knowledge as to our great 
passenger vessels on the Atlantic, for example? Do you think that 
they can extend the lives of, say, the America for an extra 5 years? 

Mr. Suartro. If competitive conditions do not vary substantially 
from what they are today, it is my personal opinion that a passenger 
vessel can be economically competitive beyond 20 years. 

Mr. Petty. You saw the testimony in connection with a sister ship 
of the United States and certainly that was to the effect that the Amer- 
ica was already obsolete before she was retired in 20 years. 

Mr. Suarrro. That was really another circumstance, Mr. Pelly. We 
were talking about economic obsolescence in terms of the view of the 
company as the particular ship reflects its own balance sheet. 

Now, competitive conditions will vary this factor very greatly. 
You put another substantial ship in the North Atlantic trades under 
foreign registry and it will have a very dramatic effect on the com- 
petitive capacity of any particular ship that exists today under the 
American flag, particularly one that is 20 years old. 

Mr. Petuy. That is exactly what you are doing. Are you not 
getting foreign ships in competition ? 

Mr. Suaptro. Yes, we are doing that. 

_ Mr. Petty. What you are trying to do now is contradict yourself, 
it seems to me, 

Mr. Suaptro. No, Mr. Pelly, I am saying that one must judge this 
on the basis of the facts of the particular ship that is involved, and 
I am not in a position to be able to judge what the entry of another 
vessel will do in terms of making a presently 20-year-old vessel non- 
competitive. 

56832—60——8 
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Mr. Petuy. Mr. Chairman, I think we ought to have a little more 
testimony on the subject. of passenger ships because I think we have 
always been thinking in terms of the cargo vessel. Certainly there will 
be some very substantial changes as far as our passenger ships go and 
I would hope we would have a statement submitted. That would suit 
me. 

Mr. Suaprrro. { think you are quite right, Mr. Pelly. 

Mr. Petiy. That is all. 

The Cuarrman. The president of the American President Lines was 
to have made a statement but he is in the hospital. Here is the state- 
ment of the American President Lines, which I would like to put in 
the record at this point. They operate three outstanding passenger 
vessels. 

Mr. Ray. May I ask what is his conclusion ? 

The CuatrMan. Let us have the statement read. 


STATEMENT OF COL. NOAH M. BRINSON, VICE PRESIDENT, AMERI- 
CAN PRESIDENT LINES, INC., AS READ BY JOHN W. DREWRY, 
CHIEF COUNSEL, COMMITTEE ON MERCHANT MARINE AND 
FISHERIES 


Mr. Drewry (reading). I am a vice president of American Presi- 
dent Lines and appear before you to present my company’s views on 
extending the statutory useful life of vessels operated under operating- 
differential agreements. 

So far as I know there is no difference of opinion as to the need for 
and appropriateness of changing the statutory useful life. 

Since 1936 the design and construction of ships has improved, the 
number of vessels under operating-differential has increased and the 
costs of shipbuilding have multiplied; it is clear that in the light of 
other public needs it is not practicable to replace vessels at their 20th 
anniversary. 

The Committee of American Steamship Lines offered to assist in 
preparing legislative confirmation of this fact. Some date had to be 
used as a starting point for the calculation of depreciation under legis- 
lation to extend vessel life in accord with the existing budgetary situa- 
tion and improved ship construction. The Committee of American 
Steamship Lines, which I shall hereafter call CASL, proposed Jan- 
uary 1, 1946, for that purpose so as to include all vessels which were 
in service during that time. American President Lines supports this 
view and believes the judgment of CASL sound. 

The Federal Maritime Board has proposed to you January 1, 1950, 
as the cutoff date. No reason for this substitution is apparent unless 
it were concluded that no vessels fit for more than 20 years duty were 
built until the Mariner program got underway. Such a view runs 
counter to several facts. The primary reason 1s that the ship opera- 
tors find their vessels delivered after January 1, 1946, adequate to 
carry their cargoes with all needed speed and safety, without excessive 
maintenance costs. The next reason is that shippers, the very persons 
for whom the Congress and the operators provide steamship service, 
find ships delivered after January 1, 1946, entirely suitable and offer 
their cargoes to these ships in direct competition with numerous for- 


eign-flag ships. 
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We believe that your committee will so develop the facts as to reach 
a conclusion in the public interest with respect to the date proposed. 
In passing from that particular item we wish to point out just one fac- 
tor which merits your continued attention. By purchasing vessels 
costing from five to nine times the investment in the vessels being re- 
placed, a longer useful life is necessary to minimize the financial risks 
and burdens. 

Our particular aim is to bring to your attention a special part of the 
replacement field. Passenger and combination vessels represent a 
much larger investment than other vessels. For several years the 
Congress has appropriated no money whatever for their replacement. 
The regular reconditioning of these ships has assured continued suit- 
ability for passenger traffic. Not only is replacement of passenger ves- 
sels actually being pushed to 25 year life, but the size and character 
of passenger ship investment augment the need for getting a full 
money’s worth out of them if waste is to be avoided and financial 
health conserved. 

It is our belief that the maintenance of statutory 20 year life for 
passenger vessels cannot be more than a pretense, and that it is es- 

cially urgent that a reasonable and realistic life for them be not 
neglected while making any change in the useful life of other vessels. 
We therefore specifically urge upon you the establishment of 25 year 
life for all vessels, including passenger and combination passenger- 
cargo vessels delivered after January 1, 1946, and to take whatever 
steps you find it proper to take at this time on other vessels. 

American President Lines and I are grateful for the opportunity 
to spread before you our thinking on this area of statutory useful ves- 
sel life. 

The CHarrMan. Does that satisfy you as to passenger operators? 

Mr. Petry. I certainly would be appreciative, Mr. Chairman, if 
someone representing the Atlantic coast passenger vessels could insert 
a statement as to the effect of new foreign competition and if they 
support the 25 year item. 

The Cuarrman. Mr. Ewer. 


STATEMENT OF IRA EWERS, COUNSEL, VESSEL REPLACEMENT 
COMMITTEE, COMMITTEE OF AMERICAN STEAMSHIP LINES, AND 
MOORE-McCORMACK LINES—Resumed 


Mr. Ewers. I think there is a little confusion as to terms, Mr. 
Pelly. We have, passengerwise, three major types of vessels. Under 
international treaty and domestic law, a vessel may carry up to 12 
passengers and still remain a cargo ship, still be built as a cargo ship. 
Many of our cargo ships do have accommodations up to 12 passen- 
gers. 

There is an intermediate group which are variously referred to as 
passenger vessels. More appropriately in the trade, they are referred 
to as combination passenger and cargo vessels. Of that type are the 
Moore-McCormack ships, the Exporters and the APL’s. They have 
passenger capacities ranging anywhere from 60 to 700 or 800, I guess, 
and the APL with the oriental traffic has quite a large number of 
what you might call austerity accommodations. They have about 
200 first-class passenger and maybe 400 or 500 in the oriental type, 
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and the Moore-McCormack ships, the APL ships and the Exporters 
all have substantial cargo capacity. 

I think the rseaatng se Ateamee cargo capacity would run around 
4,000 or 5,000 payable tons. 

Then you have the true passenger vessels which we will say are 
represented by the United States, whose entire capacity is devoted to 
passenger accommodations; and even such a large ship as that prob- 
ably would not have cargo capacity for more than 1,000 or 2,000 tons, 
It is devoted primarily to the carriage of mail, express, and other 
high-grade freight. 

Speaking to the America, if my recollection is correct, the America 
was built just about 20 years ago and she will have been fully 
depreciated give or take a few months. 

Therefore, there would be nothing remaining of her depreciable 
cost that would come within the scope of this bill. In other words, 
if she was built in 1939, which I think she was, she is fully depreci- 
ated now in accordance with Maritime Commission’s accounting and, 
therefore, as of January 1, 1960, there would be no remaining de- 
preciable cost to be transferred from the 20-year concept to the 25- 
year concept, so that I do not think we have to worry about her. 

On the other vessels, APL has in the round-the-world trade I think 
four substantial cargo vessels with maybe accommodations for 100. 
Moore-McCormack’s Argentine and Brazil have a berth capacity of 
550 and a salable capacity of about 380. I do not have the export 
figures in recollection. 

With respect to the combination cargo and passenger vessels, as 
they are denominated in the trade, their useful life corresponds more 
closely to the cargo vessels than to the true passenger vessels. 

In the transatlantic trade, what happens is this: 

The North Atlantic Passenger Conference has a system of rating 
vessels for their own purpose. Any new ship takes an upgrading be- 
cause a new ship will attract traffic. As she gets older, she is relegated 
to a handicap position but they continue to operate even in the handi- 
cap position for many years. 

I have never taken a true North Atlantic passenger vessel and tried 
to estimate either her economical or her physical life but, in the so- 
called combination vessels, my observations would be that both econom- 
ically and physically, they would be about the same as a cargo vessel. 

Mr. Petxy. I was thinking in terms of prestige, that maybe foreign 
competition might cause obsolescence as against some of our passenger 
vessels. I am not arguing that point. I am just seeking information. 

Mr. Ewers. Well, let us take the United States. She is so far ahead 
of anything else that she will be the blue ribbon ship for years to come. 
Nobody even knows how fast she is. She is the only true passenger 
ship that I can think of that would come under this program, assuming 
that the America is probably already fully depreciated and, therefore, 
would have no remaining depreciable base, or substantially no remain- 
ing depreciable base, as of the January 1, 1960, effective date, because 
you will remember that the formula of the bill is that whatever re- 
maining life or depreciable base or depreciable cost there is on Jan- 
uary 1, 1960, is merely spread over the remainder of a 25-year life in- 
stead of the remainder of a 20-year life. 
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The CHatrman. You are speaking of prestige. The Queens are 
over 25 years old, are they not, and they are still considered prestige 
ships ? 

Mr. Ewers. Yes; they take the top category in the North Atlantic 
classification system. 

The Cuatrman. They are now about 25 years old. 

Mr. Ewers. They were quite old at the outbreak of World War II, 
so that they must be in the magnitude of 20 to 25 or 30 years old. ‘The 
initial design of the ship will have to do more with her obsolescence 
than the passage of time. 

For example, you have seen these advertisements of ships that are 
supposed to carry 800 or 900 passengers on a reduced-fare basis. We 
have had quite a few of those projects, some of which have turned out 
to be sound and others of which have turned out to be unsound, not 
because of the lapse of time but because of the initial misconception. 

I remember very well the old Baltimore mail ships. They were the 
secondary service from Baltimore to channel ports. They had ac- 
commodations for about 200 passengers and were generally sold out 
around the clock, but the 200-passengers concept in that trade simply 
did not pay off. It cost too much for the revenue that you could get. 

Comparing, for example, the America with the United States: ‘the 
America has accommodations for about a thousand passengers and 
she has to carry a crew, let us say, of 700 or 800; and that ratio is 
what makes her operations somewhat marginal. 

Her sister ship, the United States, on the contrary, has accommo- 
dations for about 2,000 passengers and a crew complement of some- 
thing under a thousand, let us say, so that vessels with that relation- 
ship of crew to passengers may or may not be practical in particular 
trades. 

Mr. Petxy. Could I interrupt for a question at this point, Mr. 
Chairman ? 

As you recall, on the proposed sister ship of the United States, the 
Administration’ was hopeful that the financing could be done pri- 

vately. As I figure, roughly, this legislation would i increase the an- 
nual profits on this sister ship by something close to $500,000 a year. 

Mr. Ewers. It is 1 percent of $47 million. That is just about how 
simple it is. 

Mr. Petiy. Could that not then, in turn, change the picture so that 
the company could do its financing privately ? 

Mr. Ewers. I do not know, but their initial problem, Mr. Pelly, is 
this: Under what we call 502 financing, which was the only method 
used up until I think about 2 or 3 years ago, the Government built 
the ship. We bought from the Government at 25 rot down and 
the remainder up to 20 years was at 314-percent interes 

Now, Moore-Mc Cormack is in the market for some ; money today, 
privately financed, or they call it semiprivately. I do not know the 
difference. Our basic interest rate is 5 percent plus a half percent 
for the guarantee, plus whatever brokerage we have to pay for float- 
ing the issue. I think that is the principal difference as to the feasi- 
bility of the United States but undoubtedly a reduction of 1 percent 
on a $47 million ship might very well turn the tide between feasibility 
and unfeasibility. 
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Mr, Petuy. As long as there is a hope of getting artificially low 
rates, I can see that a private operator is not going to go to private 
investment. because it will cost more money; but it | seems to me that 
this would change the picture and it isa question of whether you get 
a ship or you do: not get a ship, and the turnaround and other advan- 
tages of that point up to me that this could spell a sister ship of the 
United States whereas you cannot do it under the present budget. 

Mr. Ewers. It might be the difference between the company being 
willing to go ahead on private financing and insisting on public 
financing. 

Mr. Petxy. That is the best argument for the bill, I think. 

Mr. Ewers. I call attention to the fact that Mr. Purdon, who is 
president of the United States Lines was here. I do not think he 
went that far, but he did say it will help. Whether it will overcome 
the fundament il difference between what we call 502 financing and 
504 financing, which is roughly something in excess of 2 percent, I do 
not know. 

Mr. Pexry. I certainly hope that you will give it a lot of thought 
because we would cert: uinly like to see a sister ship built. 

Mr. Ewers. That is quite an enterprise—those big ships, you 
know—and at $47 million we hape in the trade today rumors that 
there are going to be two ships built, I think by the Cantor Enter- 
prises, or some related enterprises, which are going to carry 5,000 
passengers. 

Mr. Petiy. At $50 a head, and bring your own sleeping bags. 

Mr. Ewers. And cook your own meals, 

Mr. Petry. There is no competition with that type of operation. 

Mr. Ewers. Yes, sir. There is. We have had a great deal of se- 
mantical debate about competition. Anything that carries passen- 
gers is, to a degree, competitive with anything else which carries 
passengers 

Now, the degree of competition may be very small. In other words, 
we may attract entirely different types of trafic, or it may be quite 
severe. 

Mr. Petry. But if you would get going, I think you might get the 
drop on the other fellow; would you not! 

Mr. Ewrrs. Well, in the life of the ship, the drop is only good for 
3 or 4 years, sir, and then you have to live up with current realities. 
That is the gamble you take. 

The Cuarrman. Thank you very much, Mr. Ewers. 

The committee will now go into executive session. 

(Whereupon, at 10:50 a.m., the committee proceeded to exec utive 
session, and adjourned, subject to the call of the Chair.) 

(The following was furnished for insertion :) 


STATEMENT BY COMMITTEE OF AMERICAN TANKER OWNERS, INC. 


The Committee of American Tanker Owners consists of companies owning 13 
new American-flag tanker vessels. All such companies are independent owners 
having no interest in the petroleum products which their vessels carry. None 
of these companies receive any subsidy, although all the vessels carry mortgages 
guaranteed by the Government pursuant to title XI of the Merchant Marine Act, 
1936. 

Enactment of H.R. 10646 in its present form would be harmful to independent 
tanker owners. While we do not oppose the bill insofar as it applies to dry- 
cargo vessels and subsidized operators, we feel it imperative that the bill be 
amended so as clearly to show that it has no application to tankers. Unless 
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this is done, the language of the bill would indicate that tankers as well as 
dry-cargo ships would be subject to its provisions. With a 25-year life estab- 
lished by this bill, we feel that depreciation period on tankers would be set by 
the Internal Revenue Service for a 25-year figure rather than for the more 
realistic 20-year life. 

For many years, 20 years was generally accepted by the Internal Revenue 
Service as the depreciation period on seagoing American tankers. Recently, 
however, the Service has sought to extend such depreciable life to 25 years 
for new American supertankers. We believe that this attempt is completely 
unrealistic and contrary to many years of actual experience for the reasons set 
forth below. Our fear is that unless the present bill is amended so as spe- 
cifically to eliminate tankers it will be interpreted by the Internal Revenue 
Service aS congressional approval of a 25-year life for tanker ships, even 
though the purpose of the legislation has no relationship either to tankers or 
to tax matters. To prevent what would be a serious burden to American tanker 
owners, Our request is that the bill be amended so as to state that it does not 
apply to tankers or to the depreciable life of tankers, which should remain at 
20 years. 

The nature of tanker vessel operations give such ships far shorter useful 
physical lives than dry-cargo vessels. Petroleum products have a corrosive 
effect on the hull and tanks. The hot salt water used for cleaning tanks and 
the cold salt water used for ballast further corrode the vessel. As a result, 
it would be a rare tanker which would not have its midbody eaten away within 
20 years to a point where operation of the vessel is no longer feasible as it 
could not obtain Coast Guard or American Bureau of Shipping certifications. 
This corrosion works equally on large tankers as on small tankers. Practical 
experience shows that within a 20-year period almost all American tankers 
must go off the seas unless they are extensively rebuilt or jumboized. 

As proof of this, may we point out that as of January 1, 1959, only 2.1 percent 
of the total U.S.-flag tanker fleet was over 20 years of age. In other words, it 
is just not physically feasible to operate an American tanker for more than 
20 years. Therefore, we believe that the pending legislation should be specifically 
limited so as not to give the impression that the committee considers American 
tanker vessels to have a life in excess of 20 years. 

May we invite the committee’s attention to a letter from the Secretary of 
Commerce to the Honorable Warren G. Magnuson, chairman, Committee on 
Interstate and Foreign Commerce, U.S. Senate, dated July 30, 1958, in which 
the Secretary stated that: 

“We believe that the overall scrapping ages of 26.4 years for tankers and 26.9 
for freighters are somewhat inflated, and unreliable as indicators of what may 
be expected in the future. The only time when wars or the aftermath of wars 
were not dominating influences on ship life was in the 1930’s. There were both 
good and bad years in this period. It may not be considered normal, but it is 
the most normal period covered by our records. The average scrapping ages 
shown for this period, 20.6 years for tankers and 23.7 years for freighters, are 
the result in part of a carryover of ships whose life had been extended by the 
conditions existing in previous years. Eliminating ships whose life was extended 
by abnormal conditions prior to the 1930’s from the tabulation would reduce 
the average scrapping age of tankers in that period to 17.5 years, and of freighters 
to 19.7 years. 

“Standards of normal life expectancy for ships cannot reasonably be based 
on historical averages reflecting the influence of highly abnormal circumstances; 
and, on the record, a depreciation life of 20 years for oceangoing tankers and 
freighters is more consistent with the pertinent facts than one of 25 years.” 

In addition to the actual physical deterioration of the tankers, it should also 
be noted that there is a serious economic obsolescence factor which must be 
considered. Each year, the new tankers being delivered grow larger and 
larger. Less than 10 years ago an American tanker vessel of 30,000 tons was 
considered a supertanker. Today American tankers of over 100,000 deadweight 
tons are under construction. As the cost of transportation per ton decreases 
as the size of the vessel increases, the tendency has been to larger and larger 
ships. This results in the older and smaller ships becoming economically obso- 
lete even before they have reached the end of their physical life. You will note 
that dry-cargo ships being built under the new Maritime Administration con- 
struction program are not much larger than the ships which they are going to 
years ago the T-2 tankers of 16,500 deadweight tons and 1414 knots were con- 
sidered to be modern economical ships, the new tankers range to double, quad- 
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ruple, and six times their capacity and a speed of up to 174% knots. We must 
expect a continuation of this economic obsolescence, as new, bigger and faster 
tankers make even today’s modern tanker ships economically obsolete even 
before the end of their 20-year physical life. 

Actual experience with the life expectancy of tankers is certainly the best 
teacher. The statistical research department of Sun Oil Co., has published 
a book entitled “Analysis of World Fleet.” ‘This publication shows that, ag of 
replace, and onty a knot or two faster. On the other hand, while less than 2 
December 31, 1958, there were 328 American-flag tankers in existence, Only 
seven of these were more than 20 years old and only two were over 22 years old, 
If we include the tankers owned by the Government of the United States, there 
were a total of 424 American-flag tankers of which only nine were older than 
20 years of age and only two in excess of 22 years. Obviously, these figures 
become even more noteworthy when it is remembered that they include some 
specialized tankers which are not subject to the same deterioration as ships 
carrying diversified oil products, and also include certain vessels which haye 
been jumboized or otherwise rebuilt. 

May we point out that any implication in the pending bill that the life of 
an American-flag tanker is over 20 years would seriously affect future tanker 
buildings. Construction of American-flag tankers can today be approached by 
American businessmen only with great care and caution. It would be exceed- 
ingly bad judgment to invest captial in new tanker vessels unless the owners can 
retrieve their investment within 20 years. It must also be remembered that 
lending institutions are not willing to lend on tankers for periods greater than 
20 years. Hence, if the depreciation period is extended beyond 20 years, it 
becomes exceedingly doubtful if equity or borrowed capital would be available 
for future tanker construction. 

In view of the foregoing, may we summarize our thoughts? First, we have 
no desire to interfere with the legislation pending before the committee to the 
extent that it may be desirable for subsidized dry-cargo and passenger vessels. 
We do not believe that the bill was intended to cover tankers; we are fearful, 
however, that the extension of vessel life from 20 to 25 years as set forth in 
the bill will be interpreted as a congressional determination that the longer 
period equally applies to tankers. To eliminate this possibility, may we re 
spectfully request an amendment stating that tankers are not covered by this 
legislation and that maintenance of an adequate American tanker fleet requires 
a life not in excess of 20 years for tankers. As a less desirable alternative, may 
we request that the committee report clearly point out that this bill does not 
apply to tankers, that the physical depreciation problems of tankers differ from 
those with dry-cargo ships, and that the period of useful life for a tanker does 
not exceed 20 years. 

Respectfully submitted. 

COMMITTEE OF AMERICAN TANKER OWNERS, 
CHARLES FE. Porter, Executive Director. 
MaRvIN J. Cotes, General Counsel. 


INDUSTRIAL UNION OF MARINE & SHIPBUILDING 
WoRKERS or AMERICA, AFL-CIO, 
Camden, N.J., March 22, 1960. 


Re extension of legal life of vessels from 20 to 25 years. 


Hon. HERBERT C. BONNER, 
House of Representatives, 
Washington, D.C. 


Dear Srx: The report of the Mueller Committee on Transportation to the 
President of the United States has again advanced the idea of extending the 
legal life of a vessel from 20 to 25 years. 

This is another introduction of the idea first voiced by the budget message 
of the President on January 13, 1958. 

At that time, our union wrote to the President of the United States pointing 
out that we felt that the enacment of such revision of the Merchant Marine 
Act of 1936 would be a serious blunder. 

The report of the Maritime Research Advisory Committee on “The Role of 
the U.S. Merchant Marine and National Security,” which was issued in 1959, 
pointed out that “U.S. controlled merchant shipping is qualitatively deficient 
for optimum support of civilian and military requirements in a limited war 
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owing to deficiencies in speed, age, rates of and capabilities of unloading sys- 
tems, and lack of ‘over-the-beach’ capability.” The report further stated that 
“the most serious threat during the next 15 years is expected to be political- 
economic (cold) war in which the military services are not directly involved.” 
In this connection, the report maintained that since World War II the United 
States has carried a decreasing percentage of its own maritime trade; that we 
do not have the types of cargo and passenger vessels which we need; that we 
do not have the feasibility in design studies which we require for special- 
purpose ships ; and that we do not have the research development facilities which 
the industry requires. 

Every country with which we are in competition in the ocean carrying trade 
has a much newer, faster, and more modern fleet than ourselves. There is no 
sense for the American taxpayer to pay vessel construction and operating 
subsidies for obsolescence. 

The Merchant Marine Act, as already written, does permit the Maritime 
Administration, upon due consideration, to extend the 20-year ruling where it 
has proven difficult or indeed impossible for an operator. Some owners now 
have to build more efficient vessels for competitive reasons, but those operators 
who would find 20-year replacement difficult have already obtained extensions 
from the Maritime Administration under the present law, and we claim that 
further amendment is not necessary. 

We also feel that the best avenue to eventual reduction of operating subsidies 
for the Government is modernization, to offset increased cost of operation. 
As a vessel grows older, manitenance charges increase tremendously, and it 
pecomes less competitive. If we have a modern fieet, maintenance charges, 
manning charges, repairs, etc., become comparatively less and operating subsidy 
is reduced thereby. By extending replacement time, eventual subsidy cost to 
the American taxpayer will be, therefore, increased and not decreased. Only 
modernization can offset the competitive disadvantages under which the 
American-flag fleet operates. 

Foreign ship operators, operating under much more favorable tax advantages 
than granted to American operators, have added new vesseis and scrapped old 
ones every year since 1942. American ship operators have not added a new 
vessel to their lines, except those purchased from the Government, since prior 
to World War II. 

On January 1, 1960, over 78 percent of our privately owned dry cargo and 
combination fleet was made up of vessels bought during the 1941-45 period of 
World War II. If consideration is given to overage (4.2 percent) and to the 
fact that another 10.6 percent of World War II designed vessels completed in 
1946-47 are in the fleet, 9 out of every 10 vessels in the private fleet will be 
meconomical to operate within 7 years. Subsidized operators have signed re- 
placement contracts with the Government for about 300 vessels. However, at 
the current rate of actual orders placed with shipyards, less than half of the 
subsidized fleet will be replaced in 7 years. The longer there is any delay in 
facing up to this acute problem of fleet replacement, the more difficult will be 
the solution to the problem. This problem of bloc obsolescence is continuing to 
grow because of no overall administrative plan or program for replacement. 

Also, it is entirely possible that the lengthening of ship replacement life by 
5 years will increase the difficulty of financing the vessels in question, even with 
mortgage insurance. With present fluctuations in prime interest rates, and 
with very probable future fluctuation assured by the booms and recessions in- 
herent in our economy, the obtaining of long-term financing becomes extremely 
dificult, particularly when increased repair experience must be provided for 
in the latter years of the vessel’s life. 

For all these reasons, we respectfully submit that the intent of the admin- 
istrative branch of the Government to extend the replacemnt life of a vessel 
from 20 to 25 years would have very serious repercussions upon the adequacy 
of our merchant fleet for national defense purposes, and would defeat the very 
purpose of saving money which such a proposal is obviously intended to serve. 

Sincerely yours, 
JOHN J. GROGAN, 
President. 
ANDREW A. PETTIS, 
Vice President. 
Ross D. BLoop, 
Secretary-Treasurer. 





